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EXPORT CONTROLS ANDJPOLICIES 


FRIDAY, FEBRUARY 2, 1951 


Unrrep States SENATE, 
COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
SUBCOMMITTEE ON Export CONTROLS, 
Washington, D. C@. 


The subcommittee met, pursuant to call, at 10:30 a. m. in room 357, 
Senate Office Building, Washington, D. C., Senator Herbert R. 
O’Conor, presiding. 

Present : Senators O’Conor and Williams. 

Senator O’Conor. The committee will please come to order. We 
have before us Senate Resolution 56 and Senate Resolution 365. 

(S. Res. 56 and S. Res. 365 follow :) 


[S. Res. 56. 82d Cong., Ist sess.] 
RESOLUTION 


Resolved, That the limitation of expenditures under S. Res. 365, Highty-first 
Congress (providing for a study and investigation of the administration, execu- 
tion, and enforcement by Government departments and agencies of the export 
policies and control regulations of the United States), agreed to December 21, 
1950, is hereby increased by $23,000, and such sum together with any unexpended 
balance of the sum previously authorized to be expended under such resolution 
shall be paid from the contingent fund of the Senate upon vouchers approved 
by the chairman of the committee and covering obligations incurred under such 
resolution through January 31, 1952. 


[S. Res. 365, 81st Cong., 2d sess.] 
RESOLUTION 


Resolved, That the Committee on Interstate and Foreign Commerce, or any 
duly authorized subcommittee thereof, is authorized and directed to make a full, 
complete, and continuing study and investigation of the administration, execu- 
tion, and enforcement by Government departments and agencies of the export 
policies and control regulations of the United States. 

Such study and investigation shal! include, but shall not be limited to, a 
continuing surveillance of the effectiveness of measures and efforts instituted by 
Government agencies to prevent the shipment or transshipment of exported 
materials to countries unfriendly to the United States or lack of such measures 
or efforts. The committee is also directed to ascertain to what extent, if any, 
American carriers have been and are utilized in such transportation. 

Sec. 2. The committee shall report its findings, together with its recommenda- 
tions for such legislation as it may deem advisable, to the Senate at the earliest 
practicable date. 

Sec. 3. For the purposes of this resolution the committee, or any duly author- 
ized subcommittee thereof, is authorized during the sessions, recesses, and 
adjourned periods of the Eighty-first and Eighty-second Congresses, (1) to make 
such expenditures as it deems advisable; (2) to employ upon a temporary basis 
such technical, clerical, and other assistants as it deems advisable; and (3) with 
the consent of the head of the department or ageney concerned, to utilize the 
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services, information, facilities, and personnel of any of the departments or 
agencies of the Government. 

Sec. 4. Expenses of the committee under this resolution, which shall not exceed 
$2,000, shall be paid from the contingent fund of the Senate upon vouchers 
approved by the chairman of the committee. 

Senator O’Conor. I would like at the outset, in calling the hearing 
to order, to make a brief statement which will refer to the subject 
matter under inquiry. This subcommittee is interested in the details 
of transactions whereby 49,062 bales of cotton, said to have been 
owned by the Commodity Credit Corporation, had been shipped to 
Communist China in return for 61,951 tons of soybeans for consump- 
tion in occupied Japan. Although a preliminary inquiry indicates 
that the contracts for this barter were arranged before the onset of 
the Korean war, it appears that the cotton left New Orleans and other 
Gulf ports between July 13, 1950, and August 21, 1950, several weeks 
after United States troops were engaged in combat in Korea. 

Our investigation thus far indicates that the actual barter transac- 
tion was handled by the World Commerce Corp. of New York City in 
a joint venture with the China Trading & Industrial Development 
Corp., also of New York and Hongkong. These two firms apparently 
arranged to furnish cotton to the Chinese Communist State Corp. in 
return for the soybeans which were to be delivered to occupation au- 
thorities in Japan. 

It further is alleged that this cotton was delivered by the Com- 
modity Credit Corporation out of its surplus stores shortly before it 
was publicly announced that cotton would be in very short supply in 
the United States, and shortly before cotton was placed on the Positive 
List as a strategic commodity. It is the intention of the subcommittee 
to inquire into the reasons for such shipments and to inquire into the 
reasons why cotton was not placed on the Positive List as a strategic 
item before September 8, 1950. 

The subcommittee is also interested in determining whether cotton 
was allowed to leave the United States destined for Communist- 
dominated areas at a time when our surplus stocks were being de- 
pleted. The subcommittee intends to explore all of the facts and all 
of the facets of this transaction to determine whether the actions taken 
by the parties interested in this barter deal were in the best interests 
of the people of the United States. 

I might add also that: it was Senator Williams who, on the floor of 
the Senate, brought to light facts concerning this general situation. 
Of SonEM we are delighted indeed to have him present this morning 
witb us. 

I would first like to call to the stand Mr. John Loomis. Would Mr. 
Goodsell also come forward? 


TESTIMONY OF JOHN LOOMIS, FOOD ADMINISTRATOR FOR THE 
OCCUPIED AREAS OF JAPAN; AND GORDON GOODSELL, ASSISTANT 
FOOD ADMINISTRATOR FOR THE OCCUPIED AREAS OF JAPAN, 
DEPARTMENT OF DEFENSE 


Senator O’Conor. Gentlemen, it is customary to swear all the wit- 
nesses, if there is no objection. Inasmuch as you will testify together, 
you may be sworn jointly. 
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Do you solemnly swear that the testimony you give before this sub- 


committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 


Mr. Loomis. I do. 

Mr. Goopset. I do. 

Senator O’Conor. Your full name is John Loomis? 

Mr. Loomis John Putnam Loomis. 

Senator.O’Conor. Mr. Loomis, what is your position ? 

Mr. Loomis. Food Administrator for the Occupied Areas in the 
Office of Occupied Areas, Department of the Army. 

Senator O’Conor. You are Mr. Gordon H. Goodsell ? 

Mr. GoopsE.Lu. Yes, sir. 

Senator O’Conor. Spelled G-o-o-d-s-e-1-1? 

Mr. Goopseuu. Yes, sir. 

Senator O’Conor. And your position is what? 

Mr. Goopsett. I am Chief of the Food Group under Mr. Loomis. 

Senator O’Conor. Mr. Loomis, we might address the questions to 
you. If there are any particular matters that Mr. Goodsell is espe- 
cially acquainted with, he can answer them. As you have heard, the 
subcommittee is interested in the details of a transaction or transac- 
tions relating to the shipment of some 49,000 bales of cotton in July 
and August 1950. Would you kindly state just what knowledge 
you have of that matter? 

Mr. Loomis. We needed soybeans for Japan. We needed them 
badly. The situation was acute inJapan. Soybeans are an extremely 
important part of the Japanese diet. The market here was such that 
we had not been able to get soybeans. In April 1950 we were ap- 
proached by the representative of the World Commerce Corp., who 
advised us that they had an option on a quantity of soybeans. 

Senator O’Conor. As to that point, who was the representative ? 

Mr. Loomis. Mr. White. 

Senator O’Conor. Is that Mr. Lee White? 

Mr. Loomis. Yes, sir. We told him that we were interested, that 
we needed soy beans badly, and he suggested a barter deal through the 
use of surplus stocks of the Commodity Credit Corporation. That 
was a matter which had been discussed in some detail, which I think 
you have the documents on. You do not want me to go over that 
at the moment, do you, the background ? 

Senator O’Conor. We will come back to that. 

Mr. Loomis. That having been established, that it was desirable to 
use surplus stocks in the hands of the Commodity Credit Corporation 
to get materials needed for the Department of Defense, we referred 
them to the Commodity Credit Corporation. At the same time we 
told the Commodity Credit Corporation that we would buy from them 
soybeans if the price and specifications were both right. As you 
know, the Commodity Credit Corporation, on soybeans, grains, and 
so forth, is our procurement agent. They do all the buying for us. 

We tell them what our requirements are. They tell us what is avail- 
able, what they can get, : eal we give them the money and they deliver 
tous. That is the origin of this ‘deal, and that was in early April. 

Senator O’Conor. I was about to ask you, as closely as you can 
ylace it, what was the date of the first suggestion from the World 
Comnanea Corp.? 
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Mr. Loomis. In this particular barter? 

Senator O’Conor. Yes. 

Mr. Loomis. As near as I can place it, it was April 5. 

Senator O’Conor. When, then, were any shipments made, or what 
was the next step taken ¢ 

Mr. Loomis. The next step was to refer them to the Commodity 
Credit Corporation so that the arrangements could be made between 
the Commodity Credit Corporation and the World Commerce Corp. 
to make the transaction of the cotton or whatever other commodity 
was involved, so that the Commodity Credit Corporation could make 
the beans available to us, we could pay them and they could deliver 
them. 

Senator O’Conor. In the discussions with Mr. White, or immediately 
thereafter, was cotton mentioned ? 

Mr. Loomis. Yes; cotton was mentioned. That was mentioned 
throughout. I believe the understanding was that cotton was the 
thing they desired first, and after that, if they could not get all the 
cotton they needed, other surplus commodities. That was not in my 
purview. 

Senator O’Conor. I understand. I am trying to make clearer that 
if it were so, from the inception of the negotiations, cotton was men- 
tioned as being the commodity to be shipped over ¢ 

Mr. Loomis. Yes. I would say that at the original meeting with 
Mr. White cotton was mentioned as what they want. 

Senator O’Conor. As what? 

Mr. Loomis. As what was desired. I am not positive of that, but 
that is what I remember. 

Senator Witi1aMs. That is at the time you were speaking of the 
commodities ? 

Mr. Loomis. Back in April 1950; yes, sir. 

Senator O’Conor. Continuing from that point, and as the discus- 
sions went forward, was cotton foremost in the negotiations and under 
discussion at all times ? 

Mr. Loomis. We did not get into that angle of it. We wanted the 
soybeans. It was the dealing between the Commodity Credit Corpo- 

ration and World Commerce. We were not the third party there. 
We were the purchaser of soybeans. Therefore, I do not think I 
should speak on that. I was not at the meetings and did not work on 
that angle of it. 

Senator O’Conor. When were you next advised of any development 
and what further action was taken ¢ 

Mr. Loomis. As the negotiations went on between World Commerce 
Corp. and the Commodity Credit Corporation, we were asked from 
time to time whether such and such a price would be correct, and we 
were consulted as to the specifications. This was a continuing affair 
when we insisted that we get a certain percent oil content and a certain 
minimum of dirt content, and so forth, all the specifications of the 
beans. 

Those things kept coming up all the time and we were consulted as 
to what he would accept against our money. That was a continuing 
process. That continued until the time that Mr. T rigg wrote us W ith 
the specifications and all the shipping information, so that I could 
sign a paper saying that I would buy these beans at a certain price, 
certain specifications, and certain delivery. 
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Senator O’Conor. Who is Mr. Trigg, for the record ? 

Mr. Loomis. He is the head of the Commodity Credit Corporation. 
Senator O’Conor. What price was then determined upon ¢ 

Mr. Loomis. Check me if I am wrong: It was $119 a metric ton, 
and F. Japanese port. 

Senator O’Conor. And the total quantity ¢ 

Mr. Loomis. About 60,000 metric tons. I do not know the total. 
Do you know whether it was over that? 

Mr. GoopseLL. The agreement was on the basis of 60,000 metric tons. 
A little bit more than that was finally delivered. 

Senator Witu1ams. How did that price compare with the American 
price ? 

Mr. Loomis. At that time, I believe it figured, delivered in Japan, 
$19 a ton cheaper than what we could put down American soybeans. 
As a matter of fact, the United States soybeans were very difficult to 
procure at that time. 

Senator O’Conor. Could you give us the total amount in dollars? 

Mr. GoopseLu. I do not have that. If I recall correctly it ran over 
$7,000,000. I donot have the exact figure. 

Mr. Loomis. If you want that we can get it. 

Senator O’Conor. We have the figure. Will you check it? 
$7,372,900. 

Mr. GoopseL,. That sounds right. 

Senator O’Conor. Mr. Loomis, what further transpired ? 

Mr. Loomis. I signed the agreement to purchase the 60,000 metric 
tons at $119 per metric ton, with the specifications, and so forth, and 
returned it to Mr. Trigg. ‘Then the deliveries commenced. 

Senator O’Conor. When did the deliveries commence? Do you 
have the records before you / 

Mr. Goopsett. I do not. Most of them came in in July, I think. 
One shipment of about 6,000 tons came in in the first part of August. 

Senator O’Conor. We have, Mr. Goodsell, a detailed statement of 
nine shipments, beginning June 11 and extending through July up to 
August 15, 1950. Do you think that would be correct ¢ 

Mr. Goopse.u. I think that is correct. 

Senator O’Conor. The total amount delivered that we have is 61,951 
tons. 

Mr. GoopvseLi. That is correct ; metric tons. 

Senator O’Conor. From what ports were they shipped / 

Mr. Goopse.. As far as I know, it was Dairen. 

Senator O’Conor. To Darien ? 

Mr. Goopsett. From Dairen to Japan. 

Senator O’Conor. Mr. Loomis, are there any further facts concern- 
ing negotiations with China prior to this that you might enlighten 
us on? 

Mr. Loomis. I believe that SCAP had had contracts with various 
Chinese concerns for soybeans. That, of course, was a trade arrange- 
ment. I do not think any dollars were involved in it. It was the 
normal Japanese trade with the Far East which was done with the 
selling country accepting textiles. There is a balance of payments 
there, but no dollars involved. I think that is what the situation was. 
That was done with Japanese Government funds, or what they call the 
SCAP commercial account, and not appropriated dollars. We do not 
control that here at all. 
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Senator O’Conor. Again, Mr. Loomis, why did you come to Wash- 
ington to procure the soybeans? 

Mr. Loomis. Because the Chinese contractors had not completed 
their deliveries. They had had to cancel the contract because they were 
not getting the soybeans. 

Senator O’Conor. At any stage of the negotiations was any men- 
tion made to you of the fact that the Chinese Communist organization 
wanted cotton rather than dollars or any other commodity ¢ 

Mr. Loomis. There was no question of a Communist organization. 
I do not think that was ever mentioned as being Communist. I think 
these were Hong Kong concerns. I am not sure. Of course, we did 
not enter into the dealings that SCAP had. We had cabled SCAP 
and asked them for certain information. 

Senator O’Conor. I realize that your negotiations would not be 
directly with them. But I wonder whether in the discussions there 
were. 

Mr. Loomis. I do not think that came up. 

Senator O’Conor. Did you hear that at any time, or subsequently ? 

Mr. Loomis. I heard it subsequently ; yes. 

Senator O’Conor. What did you hear in that regard ? 

Mr. Loomis. I think the first thing that I heard about it was that it 
was considered a very bad deal because we were depriving the starving 
Chinese of soybeans. That was the first criticism that I heard of it. 

Senator O’Conor. Did you hear anything at all about what they 
were in quest of, and what they desired ? 

Mr. Loomis. No. As I said before, as you asked me, in the original 
talks cotton seemed to be the most desideratum. But they expressed 
a willingness to accept other goods if cotton were not available. 

Senator O’Conor. In any of your discussions with the Commodity 
Credit Corporation, was there any explanation made of the stocks of 
cotton as to whether or not it was in abundance or whether it was in 
short supply ? 

Mr. Loomis. No, sir. All we understood was that cotton was a sur- 
plus commodity and we were fulfilling that desire of the Congress to 
barter surplus goods for goods we seek. 

Senator O’Conor. From April 5, when you state that Mr. Lee White 
first approached you, how long did the discussions continue until the 
deal was completed ? 

Mr. Loomis. Do you know the date of the contract ? 

Mr. Goonsett. I think it was about the 13th of May, or the 30th of 
May. The contract was signed on May 9, that is, the agreement. 

Mr. Loomis. The agreement between ‘the Commodity Credit Corpo- 
ration and the Army was May 9. 

Senator O’Conor. Senator Williams? 

Senator Witt1ams. Mr. Loomis, what were these beans used for? 
You said you heeded them for Japan. What purpose were you using 
them for. 

Mr. Loomis. It is an important part of their diet. They make 
shoyuand miso. I think he can tell you more about that. 

Senator Wm1aMs. It was for food purposes? 

Mr. Loomis. Yes, sir. They used the oil and they also use the 
residuum for cattle food. Is that correct? 

Mr. Goopse.u. The entire thing is used for food, the oil and the meal. 

Senator WiuiaMs. It was pretty much all for food ? 
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Mr. Goopse.L. Yes, sir. 

Senator Wi11aMs. Would not the same purpose have been served 
by using some of the surplus stocks that we have here in this country, 
for instance, even today, or up until 3 days ago—the Government 
is just taking it off the list—we had several million bags of good edible 
beans declared on the list of reserve stocks by the Commodity Credit 
Corporation which were declared nonessential, and they were offer- 
ing them for export throughout the world at a fraction of what they 
cost us. Could you not have used these beans in Japan ? 

Mr. Loomis. Soybeans ? 

Senator Wimu1AMs. No. Edible beans. 

Mr. Loomis. They do not have the oil content. 

Senator Witzi1AMs. Could you not have gotten something from 
this country to substitute for that? You never gave any considera- 
tion to that? 

Mr, Loomis. Not for Japan. The soybeans are very essential. It is 
very fundamental. Soybeans and rice are the two fundamental parts 
of their diet. 

Senator Witu1AMs. Was any consideration given to using, from the 
Commodity Credit Corporation, that portion of the soybeans which 
they might have been furnished? They had some inventory at that 
time. 

Mr. Loomis. At that time we had been requesting Commodity Credit 
Corporation to deliver us soybeans. We had given them our require- 
ments and they are our procurement agent. They will have to answer 
that. They could not get them for us, or did not. 

Senator Witu1ams. They did have a portion, a fraction of that? 

Mr. Loomis. That I do not know. We leave that entirely up to the 
Commodity Credit Corporation. We do not go back of any of that. 
If we want soybeans, we tell them we have to have so many, and it is 
up to them to get them. 


Senator WituiAMs. In this instance they told you that they could 
not get them ? 

Mr. Loomis. Was it in those words? At any reasonable price? 

Mr. GoopsELL. No, sir. We had a meeting with the officials of the 
Commodity Credit Corporation, or the Department of Agriculture, 
and stated our requirements. At that time ‘they stated—and it was 
generally accepted—that soybeans were in a tight position. They 
doubted very much if they could get the requirements that we asked 
for. 

Senator Witt1ams. These beans that are carried on the list of the 
Commodity Credit Corporation as edible beans and beans which are 
used in this country, could not have been substituted in any manner in 
Japan for food purposes ? 

Mr. Loomis. No, sir; definitely not. 

Senator Witu1aMs. Do you happen to know who does use these 
beans if they are not fit for Japanese to eat? They are marked and 
classified as edible food products. We eat them in this country. I 
wonder why they are not suitable as food in Japan? 

Mr. Loomis. They serve a different purpose. The soybean is an oil 
bean. That is what it is used for, to get the oil out of it, to make the 
soya sauce and to make the soya cake. 

Mr. GoopseLL. That is right. A paste. 
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Mr. Loomis. It is entirely different from our bean. We have, as you 
know, the soya oil on the market here now, like corn oil or peanut oil. 
It is an oil bean entirely. 

Senator Wrii1ams. But at that time we had a surplus stock of pea- 
nut oil and a surplus stock of corn. And we had a surplus stock of 
beans. Of course, this country operated for a number of years, = 
fore we ever knew what a soybean was. We still lived without it as 
a part of our diet. I wonder when it became so essential that it had 
to be over there. 

Mr. Loomis. It has been essential in Japan, sir, for probably 5,000 
years. 

Senator O’Conor. Right on that point, I am interested in knowing 
through what firms or business houses had you negotiated previously 
and had you effected the deals for that supply ? 

Mr. Loomis. You mean in the Far East? 

Senator O’Conor. Yes. 

Mr. Loomis. You mean that SCAP had? 

Senator O’Conor. That is right. 

Mr. Loomis. We cabled for that information. When we get it we 
will give it to you. 

Senator O’Conor. You are not conversant with the fact that it was 
through Hong Kong firms in the past ? 

Mr. Loomis. We suspect it was, but we are not sure. 

Senator O’Conor. Have you any information on that at all which 
is available, although perhaps not in as much detail as you would 
want it? 

Mr. Loomis. No, sir. Do you know of any information on who those 
contracts were with ? 

Mr. GoopsetL. No, sir. I believe the information we have states 
that certain North China firms were not making deliveries, or-were 
canceling contracts. 

Senator O’Conor. So that you may know to what I am alluding, 
and be able to help us if you can, there has been a suggestion that these 
transactions were carried on with the North China firms as Mr. Good- 
sell just indicated, and that they repudiated the contracts or refused 
to go forward with them, insisting upon getting cotton, which appar- 
ently they desired as a strategic item in that country, and put that in 
as one of the requirements for this transaction. Have you reason to 
believe that is true, Mr. Goodsell ? 

Mr. Goopseti. No, sir. The reason for the cancellation was not 
stated. The only thing we heard and found out was that they were 
canceling. 

Senator O’Conor. But you have not any information to refute the 
assertion that they were angling for cotton which they needed and 
desired very badly ? 

Mr. Goopsett. I have no information on that. 

Mr. Loomis. As far as we know, they might have wanted dollars. 
They are hungry for dollars, too. 

Senator Wirirams. Is it not customary to find out why a firm is 
canceling a contract? Or do you allow them to cancel it freely as they 
see fit ? 

Mr. Loomis. It is not our contract or our money. It is a Japanese 
commercial contract, money that is generated there. The contracts 
are made there, usually commercially. We have no control over that 
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at all, any more than if a German firm were over here buying some- 
thing that we could question them on it. 

Mr. Fianacan. Mr. Loomis, right on that point, is it not a fact 
that because of the failure of the Japanese to be able to trade with 
Communist-controlled China corporations, that then we had to get 
into this barter deal where we had to turn cotton over to the Chinese? 
Ts that not the fact? 

Mr. Loomis. Yes. The fact that the normal market, where Japan 
normally procured all or most of her raw materials, was closed to 
Japan, definitely threw her into another market. 

Mr. Fianacan. It is also true, is it not, that these Communist-con- 
trolled Chinese firms, if they wanted to continue to trade with Japan, 
could have continued to tradeé SCAP would have been glad to trade 
with them as they had in the past. 

Mr. Loomis. That I could not tell you. I do not know that they 
are Communist-controlled and I do not know that SCAP would 
trade with them. 

Mr. Firanagan. I think we can take judicial notice that any com- 
pany operating there is under the control of communism. 

Mr. Loomis. I do not know. It might have been through Hong 
Kong. 

Mr. Fianacan. They came out of China, under Chinese control. So 
Hong Kong was really a conduit. 

Mr. Loomis. You might be correct. 

Mr. Fuanacan. You know as a fact they do not grow soybeans in 
Hong Kong. It is just a conduit from China to Hong Kong to Japan- 

Mr. Loomis. It might be. 

Senator O’Conor. Thank you, gentlemen. 

Mr. Lee White. Mr. Edward L. Hutton, and Dr. Chen. 

Do you solemnly swear that the testimony you are about to give be- 
fore this subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. Wurre. I do. 

Mr. Hurron. I do. 

Dr. Cuen: I do. 


TESTIMONY OF H. LEE WHITE, ATTORNEY, OF THE FIRM OF CAD- 
WALADER, WICKERSHAM & TAFT, NEW YORK CITY; EDWARD L. 
HUTTON, VICE PRESIDENT, WORLD COMMERCE CORP., NEW YORK 
CITY; AND DR. CHIE YUAN CHEN, VICE PRESIDENT AND DIREC- 
TOR OF THE CHINA TRADING & INDUSTRIAL DEVELOPMENT 
CORP. 


Senator O’Conor. Mr, White, your full name? 

Mr. Wire. H. Lee White. 

Senator O’Conor. And your profession ? 

Mr. Wuire. I am a partner in the law firm of Cadwalader, Wicker- 
sham & Taft, 14 Wall Street, New York City. 

Senator O’Conor. Mr. Hutton, your full name? 

Mr. Hurron. Edward L. Hutton. 

Senator O’Conor. H-u-t-t-o-n? 

Mr. Hurron. Yes, sir. 
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Senator O’Conor. You are vice president of World Commerce 
Corp. ? 

Mr. Horton. That is right, sir. 

Senator O’Conor. Will you state the location of the main offices? 

Mr. Hurron. 25 Broad Street, New York City. 

Senator O’Conor. In what other cities if any are offices or any other 
business places maintained by World Commerce Corp. ? 

Mr. Hutton. Today, sir? 

Senator O’Conor. Throughout the last year. 

Mr. Hurron. Chicago, Los Angeles, London, Zurich, Frankfurt, 
Paris, Milan, Tel Aviv, Tokyo, and very recently Rio de Janiero. I 
believe that is all. 

Senator O’Conor. Mr. Hutton, recently were any of the offices closed 
or are they all in operation, those that you have mentioned ? 

Mr. Hutton. We are in the process of making a number of changes. 
The office in Rio has just been opened. The office in Milan is 
temporarily closed. We are replacing the man there. We are with- 
drawing more or less from Zurich. I believe those are the major 
changes. 

Senator O’Conor. Dr. Chen, your full name, please? 

Dr. Coen. Chie Yuan Chen. 

Senator O’Conor. Is it C-h-i-e, the first name? 

Dr. Cuen. Yes, sir. 

Senator O’Conor. The second is Y-u-a-n? 

Dr. Cuen. Yes, sir. 

Senator O’Conor. And the third, C-h-e-n? 

Dr. Coen. Yes, sir. 

Senator O’Conor. Your address, please? 

Dr. Coen. My home address? 

Senator O’Conor. Yes. 

Dr. CuEn. 9 Dente Street, Larchmont, N. Y. 

Senator O’Conor. For how long have you been in this country ? 

Dr. Cuen. I came to the United States in 1941, to pursue graduate 
studies. 

Senator O’Conor. Where. 

Dr. Coen. Purdue University, Indiana. 

Senator O’Conor. Have you remained continuously ? 

Dr. Coen. No. I left the United States and went to England at the 
end of 1944 where I remained for 2 years. 

Senator O’Conor. And then returned to this country ? 

Dr. Cuen. That is right. 

Senator O’Conor. And have remained here since ? 

Dr. Cuen. Except for business trips. 

Senator O’Conor. Have you been back to China? 

Dr. Cuen. I was back in China in the latter part of 1947 and the 
early part of 1948. 

Senator O’Conor. What business association have you? In what 
business are you engaged ? 

Dr. Cuen. I am director and vice president of China Trading & In- 
dustrial Development Corp., at Hong Kong, and also serving as the 
president of a company of the same name incorporated in Delaware. 
Senator O’Conor. China Trading & Industrial Development Corp ? 
Dr. Cuen. That is correct. 

















EXPORT CONTROLS AND POLICIES 1l 


Senator O’Conor. That is, as you mentioned, a Delaware corpora- 
tion ? 

Dr. Cuen. Yes. 

Senator O’Conor. Mr. White, if you will proceed first, will you 
state to us what knowledge you have regarding the transaction in ques- 
tion concerning the shipment of cotton from this country ? 

Mr. Wurrr. I was present at all of the negotiations between World 
Commerce Corp. and Commodity Credit Corporation. Mr. Hutton 
was with me at all the meetings except the original meeting with Mr. 
Loomis. 

Mr. Loomis stated that his recollection was that the first meeting 
was on April 5. My recollection is that it was April 6, but it could 
have been April 5. 

As I remember it, Mr. Hutton talked to me about the possibility of 
selling soybeans to the Army for shipment to Japan under a barter 
transaction. At that time I don’t know whether you remember, sir, 
there was a great deal of newspaper publicity about the barter author- 
ity of Commodity Credit Corporation to barter surplus stocks. * 

I remember around that time they had bartered for some strategic 
metal for the Munitions Board. I was coming down to W ashington 
on another matter. Hutton asked me if I would take it up to see if 
there would be any interest in a barter transaction. 

This is my recollection. The reason they were talking about barter 

was that they felt that Washington would not be inter ested ins vending 
dollars to go to China for soy vbeans. In other words, they felt that 
for some reason or other—why they felt that way I do not know, but 
there was a policy down here about letting a precious thing like the 
American dollar which everybody wanted, to keep it from behind the 
iron curtain. 

Senator O’Conor. Was there any suggestion as to what else might 
be sent in lieu of dollars? 

Mr. Wuire. Yes. Cotton. 

Senator O’Conor. Why was cotton mentioned? Was there any indi- 
cation that it was needed or desired in China? 

Mr. Wuire. I think the indication was that cotton was acceptable. 
I think this, and Mr. Hutton is going to be able to answer it better, but 
to keep it continuous here I will keep it going: At that time there was a 
lot of cotton going out of the United States to China. A great many 
firms in New York and other places were buying cotton on the dollar 
market here and selling cotton to China, so that there was an indication 
that China wanted cotton. 

I think also that there was an indication—I do not want to be held 
to this—that Jardine had in the past bartered Pakistan cotton with 
the Chinese for soybeans. 

Senator O’Conor. To whom are you referring when you say Jar- 
dine ¢ 

Mr. Wuire. Jardine Matheson. 

Senator O’Conor. Would the full name be J-a-r-d-i-n-e? 

Mr. Wuire. That is right. 

Senator O’Conor. M-a-t-h-e-s-o-n Co. ? 

Mr. Wuire. That is right. 

Senator O’Conor. That is a very large trading company in Hong 
Kong? ; 
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Mr. Wuire. I always heard it was a British company. 

Senator O’Conor. Said to be an old-line British-China trading out- 
fit. Does that correspond with your knowledge? 

Mr. Wurre. Yes, sir. 

Senator O’Conor. It is located in Hong Kong? 

Mr. Wuire. Yes, sir. Also there was this feeling—and whether this 
came up before my first talk with Loomis or subsequently I don’t 
know—that World Commerce Corp. themselves would be prepared 
to take part cotton and part other surplus foods. 

The reason for that, if I may go into it for a minute, was that World 
Commerce Corp. at that time was financing Israel—not a complete 
financing of Israel, but they had a financial transaction whereby they 
were loaning, in general, $10 million to Israel in foodstuffs. 

In other words, they were advancing credit for foodstuffs. 

So that they would have been willing to take a portion of the barter 
transaction representing their dollar needs for freight and their 
profit out of these additional foodstuffs. That is where all this stuff 
comes in about cotton plus foodstuffs. 

I talked to Loomis about it. I mentioned this barter thing. It is 
my recollection that I told him that I did not believe that Washington 
would be interested in spending dollars to buy soybeans if they thought 
that dollars were going to end up in Manchuria. In fact, I remember 
some words in the discussion, I do not know whether with Loomis 
or with the Commodity Credit Corporation, we had to reiterate that 
position, that a lot of dollars were not going to the iron curtain 
countries. 

Going to this point a little bit ahead, the Chinese—this is my under- 
st nding and I think Hutton and Chen will confirm this—would have 
been very happy to get dollars in preference to the cotton. I think 
cotton was the second choice for them because, if you will remember 
back again at those times you will see that cotton was surplus in the 
United States, it was at a low price, relatively low price, in the United 
States. 

A lot of it was going out. There was no embargo on cotton; it was 
not on the Positive List; there was no way to keep it from going out. 
So if we had given them dollars they could have come into the same 
market and bought cotton. 

Senator O’Conor. Mr. White, were you apprised of the fact that 
there had been a repudiation of contract ? 

Mr. Wuarre. That is right. 

Senator O’Conor. Will you explain why you think they would have 
repudiated a contract for dollars if they were so definitely in quest 
of dollars? 

Mr. Wurre. My understanding is this—and I may be wrong—what 
happened in SC AP—and this is hearsay from Hutton—what hap- 
pened in SCAP was that they would come out in bids for soybeans. 
A great many speculators out there would come in and m: aybe bid 
$110 or $115, without having a contract to own the soybeans, figur- 
ing that once they had sold the soybeans to Japan they would then 
be ina position to go to NEEC and buy soybeans. 

Then NEEC would not sell them for a price at which they could 
deliver, based on the price at which they had bargained. I think the 
correspondence you have indicates that. 
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Mr. Fuanacan. NEEC is the North East Export Corp. ? 

Mr. Wuire. Corporation or company. 

Mr. Fuanaaan. It is the Communist state corporation of China? 

Mr. Wuire. That is right. Let me go back to where I was. It is 
again my recollection that after leaving Loomis I went to Commodity 
Credit Corporation and talked to Mr. Taylor over there about this 
thing very briefly. 

Senator O’Conor. When was that? 

Mr. Wuirr. The same day. I was only down here this day, so it 
had to be that day. There was interest by Taylor on the thing. I 
think he said that he was going to take it up with Mr. Loomis. 

Then I went back to New York. The next thing that I remember 
about this is that somewhere around the middle of April we were 
invited down to discuss the transaction. 

Senator O’Conor. With whom? 

Mr. Wuarre. With the Commodity Credit Corporation. Because it 
was made very clear to me—I want to say this—by Mr. Loomis at 
that time that he was not able to discuss the thing because once soy- 
beans were to be purchased within the United States, he said under 
the regulations it had to be done by the Commodity Credit Corpor- 
ation. So from that time on all our discussions were with Commodity 
Credit Corporation with the possible exception that on one or two 
exceptions some of the Army people sat in on the specific question, 
and on the questions involving, I think, unloading in Japan and the 
representation by SCAP, and maybe the documents that SCAP would 
want. 

These negotiations carried on from the middle of April until the 
10th of May when the contract was signed. 

Senator Witu1aMs. This contract that was canceled, was that with 
the Jardine Co.? 

Mr. Wurrr. I do not know, sir. I think this—and these two gentle- 
men may be able to confirm or deny it—I think that Jardine Matheson 
actually delivered. 

Dr. Cuen. Insofar as I remember. I do not believe Jardine has 
defaulted on the contract. 

Senator O’Conor. Would you repeat that? 

Dr. Cuen. Insofar as I remember, I do not think Jardine has de- 
faulted on any of their contracts. 

Senator O’Conor. Who did? 

Dr. Cuen. There were a number of large, very large speculators in 
Hong Kong, such as the Trinity Co., and Hang Tai Fung. 

Also companies, English companies, such as Otts, Scott & English, 
and a number of others. I would say that there were at least 20 or 
30 companies bidding in Japan on soybeans all the time. 

Senator O’Conor. And they were companies that were procuring 
from North China? 

Dr. Cuen. Soybeans were purchased and sold in Hong Kong every 
day. It is a normal commodity. Naturally, actually the source of 
origin would be Manchuria or North China. 

Senator O’Conor. But you do know that there was at this time a 
very extensive or very large number of repudiations and cancellations 
of contracts by the very firms that you have mentioned ? 

Dr. Cuen. Yes, Senator. 
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Do you mean repudiation of contracts of soybeans alone? 

Senator O’Conor. Failure to deliver. 

Dr. Cuen. There were. I do not know to what extent the defaults 
were. 

Senator O’Conor. I did not mean in quantity entirely, but on the 
part of different speculators, they were refusing to deliver. 

Dr. Cuen. That is correct. 

Senator O’Conor. Just to pursue that for a second. Did you at 
that time learn that there was quite a demand for cotton‘ 

Dr. CHEN. That would be the spring of 1950. At that time news- 
papers reported that there were very large shipments of cotton going 
from the United States to China all the time. 

Senator O’Conor. So apparently they were in quest of cotton, 
wanted it and needed it. They were buying considerable quantities. 

Dr. Cuen. Yes, sir; that is correct. 

Mr. Fianacan. Possibly Mr. Hutton could clear this up, or Dr. 
Chen, or both. At the time that your company first acon the 
idea of getting into barter transactions, did you have any discussions 
with people i in the Orient as to whether they wanted cotton, dollars, 
or some other commodities ¢ 

Mr. Hurron. It is my belief that the Chinese suppliers would have 
been willing to accept any number of different commodities or dollars 
or certain currencies for their soybeans. 

I believe, for example, that Jardine had a contract for 15,000 tons 
of these soybeans in Japan, part of which were sold to Japan, I believe, 
on an escrow arrangement they call it in Tokyo. The remaining 
portion was sold over the Hong i two-way account. 

I believe that transaction went through relatively smoothly. The 
price was $130 or $131 or $132—in that neighborhood—the equiva- 
lent United States dollar price. Deliveries were made on that and 
the Chinese, in effect, on the escrow end of it, got commodities of 
various types out of Japan. 

The soybeans which they sold over the Hong Kong two-way ac- 
count, they also probably got commodities, probably not also from 
Japan because it would be any commodity which Hong Kong im- 
ported and was willing to deliver to the Chinese suppliers. 

As far as the speculators were concerned, I want to make this one 
point: There was the evil of the Japanese method of procurement 
which applied not only to soybeans but to rice and a good many other 
commodities as well. I actually do not know of a single soybean con- 
tract that was definitely canceled. I believe there were some. 

1 believe, for example, that a company by the name of W ahtheng 
had a contract for 10,000 tons of soybeans on which they did not 
deliver. Very few people thought they would deliver when the con- 
tract was made because they had gone in at a very low price, and then 
felt they would go back and button up the purchase end. They were 
unable to do so and had to cancel out. 

I do not know of any great number of cancellations on soybeans. 
That is the only one that comes to my mind. I believe that was com- 
mon practice on the SCAP or Japanese procurement of a good many 
other commodities: rice, tallow, and other commodities as well. 

Mr. Fianacan. I do not believe that you have clearly answered 
the question, Mr. Hutton. We want to find out, in the early nego- 
tiations that you had with your principals 
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Mr. Hurron. | forgot that point. The idea of barter in cotton 
against soybeans did not come from the Chinese through the various 
channels to us—I mean from the NEEC. That idea originated be- 
tween World Commerce, mainly me, and Mr. White, and we tried the 
idea out on the people here in Washington, as has been said. 

We also tried it out on the NEEC at the same time. We had reason 
to believe that they might be interested in such an arrangement in 
China because they were buying large quantities of American cotton 
here every day and shipping it out of the Gulf on a commercial basis. 

So for that reason we knew that they would probably be interested, 
which in fact we found that they were. These things went on at the 
same time. We found that the Chinese were interested in principle 
and Washington in principle. Once we reached that point we moved 
very quickly to try to button up both ends of the transaction. 

Mr. Wuirr. May I say one thing? This may help Mr. Flanagan. 
It is also true that on one of the Jardine contracts they bartered 
Pakistan cotton for soybeans. So we had a pretty good idea that 
China would take cotton for soybeans. 

Mr. Fianacan. In your discussions with the Chinese did you find 
out whether or not cotton was important to their economy over there, 
to their operations / 

Senator O’Conor. Dr. Chen? 

Dr. CHen. Cotton was always a very important commodit; in 
China. I think since the Japanese surrender, the United States was 
ene of the principal sources of supply for cotton that China used in 
the cotton mills. 

Senator O’Conor. Will you elaborate on that, because it is our un- 
derstanding that it was very extensivly used and very much in demand, 
and that they rely very much upon the United States supp ae 

Dr. Cen. Not always. 

Senator O’Conor. I mean in recent years. 

Dr. Cuen. Prior to the Japanese war China was almost self-sufli- 
cient in cotton, because cotton was grown in North China. Then 
the war ravaged the land. After the Japanese war there was a short- 
age of cotton. I guess in order to aannide employment for the textile 
mills, principally located in Shanghai, cotton would be an important 
commodity, and the United States was the largest single nation grow- 
ing cotton, so a lot of cotton went from the U nited States to China. 

Pakistan was one of the important sources of supply. I think there 
is one point that I may mention in answer to Mr. Flanagan’s question 
about cotton being used. I think actually there is a commercial reason 
for doing so, because in a barter transaction involving many millions 
of dollars, if you try to use other commodities it would be very com 
plicated. 

You have to use some commodity that can be shipped in large quan- 
tity and relatively simple to handle. Cotton happened to be one of 
those. 

Senator O’Conor. Confining your attention for a minute to the use 
in China, will you give us a little more information as to what it is 
used for in the textiles? 

Dr. Cuen. In the textile mills, I believe, mostly. 

Mr. ApterMan. Dr. Chen, who had the right to export soybeans 
from China and Manchuria ? 
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Dr. Cun. These e®ports I understood were handled by Com- 
munist state corporations which maintain offices in Hong Kong. 

Mr. AptermaAn. And that corporation is the North East Export Co. ? 

Dr. Cuen. Yes. That is the company, I believe, that handles soy- 
bean exports from Manchuria. I believe there were also companies 
exporting soybeans from other parts of China. 

Mr. ApterMAN. They had to have the permission of the North East 
Export Corp. to export from China ? 

Dr. Cuen. Actually the export was handled by North East Export. 

Senator O’Conor. Exclusively ? 

Dr. Cuen. Yes, sir. 

Mr. ApLerMAN. Did there come a time when Jardine, Matheson & 
Co., and your company, the China Trading Co., and another company 
known as China Mutual Co., obtained the sole rights from the Chinese 
State Corp. to export soybeans to Japan ? 

Dr. Cuen. I do not remember exactly how this happened because 
it took place in Hong Kong. 

Mr. Apterman. I am not saying how it happened. I say, Did it 
happen as a fact? 

Dr. Cuen. I think it is something like this: There were some twenty- 
odd companies trying to sell soy beans in Japan. Gradually we found 
that it was necessary to sell soybeans in relatively large quantities, 
say 20,000 or 30,000 tons, which involved millions of dollars. 

There was a tendency at that time for different companies to group 
together to pool the financial resources in order to put the deal 
through. Companies like Hang Tai Fung, Wang Kee, Wah Feng, 
Ott & Co., Scott & English, they “formed one group ‘to bid in soybeans. 
Jardine and China Mutual and China Trading also had some sort of 
arrangement to work together. Actually it is not a matter of getting. 
It is a matter of obtaining options from the North East Export Co. 
for particular bids. 

Mr. Apterman. The Hang Tai Fung Corp., Wang Kee, Wah Feng, 
and the Trinity Co., Ott & Co., Scott & E nglish, ° were refused the 
right by the NEEC to export soybeans from China? 

‘Dr. Cen. It was a matter of commercial negotiation. NEE was 
not the only company exporting soybeans. There were other state 
corporations exporting soybeans from north China, because soybeans 
were growing all over China. 

Mr. ApterMan. I think you missed my point. What I am trying 
to establish is the NEEC refused to sell to these companies that I just 
named. Is that not correct? And these companies were the very 
companies that had to fall down on their agreements with SCAP to 
deliver soybeans; is that not correct ? 

Dr. Cuen. I do not think they fell down on the contract because of 
the refusal of NEEC to sell to them. They went to Japan to bid 
without the cargo in hand. Jardine and China Trading and China 
Mutual tried to “get an option first before they went into the bid. 

It is true that in this one particular instance the option was granted 
to Jardine, China Mutual, and China Trading and was not given to 
the other companies. 

Mr. ApLERMAN. I have a document here called “Notes of a Meeting 
Held on Wednesday, March 29, 1950” which was attended by Mr. 
Barton for Jardine & Co., Mr. Pu for China Mutual, and Mr. Chow 
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for the China Trading Corp. In this document it states as follows, 
just reading a part of it: 

On Mr. Barton’s report that he had seen Bateman, the director of Ott’s, ac- 
companied by two Chinese, proceeding to room 422 to discuss business with 
Mr. Yo that morning— 

Mr. Yo is the manager of one of the offices of the North East Export 
Corp; isn’t that correct ¢ 

Dr. Cuen. Yes. 

Mr. ADLERMAN (continuing) : 

Mr. Chow explained that the following groups of firms were working as a 

block to try and obtain all future NEEC soybean business with Japan. The 
following firms were reported to be working together 
and then the names of these five firms that I mentioned before, the 
six firms just mentioned— 
This group is reported to have offered to purchase 90,000 tons of beans at a 
price of United States $115 and to make a deposit of United States $1,500 and 
to have assured Mr. Yo that whatever price our group offered they will go one 
better. It is known that this group’s Chinese representatives are very active 
in Tientsin and it is felt that Mr. Yo is under pressure from the north to sign 
up with this group unless he can sell the remaining beans to our three firms 
before he leaves Hong Kong. 

It was agreed that Mr. Barton's quick trip should give our group a little extra 
time and that to protect our position we should have to purchase these 18,000 tons 
provided Mr. Yo would agree to a clause in the contract or letter of attachment 
confirming that no other shippers will be permitted to purchase beans for NEEC 


for sale to Japan until our purchases had been fully covered by 


Japanese con- 
tracts. 


Is that correct? You have seen these minutes ¢ 

Dr. Cuen. I have seen those letters. 

What happened, I think, was this: At that time an option of cer- 
tain quantity was given to Jardine and China Trading and China 
Mutual. If at the same time a certain ow was given to the 
other group, then there would be a conflict in bidding in Japan. I 
do not think there was enough soybeans that could be shipped before 
a certain time in order to reach Japan. So if there were too many 
commitments made by NEEC to the different companies, then some 
companies would have to default. 

Mr. ApterMan. Mr. Chen, once this agreement was entered into 
between the NEEC, Jardine, China Mutual, and China Trading, you 
got a commitment to get 60,000 tons of beans from the Manchurian 
company. At that time was there any arrangement made about the 
three companies going to SCAP to bid simultaneously for similar 
amounts and divide the 60,000 ton order among themselves? 

Dr. Cuen. No. Actually there were not 60,000 tons involved at 
that time. There were bids opening in Japan in March and April. 
Jardine got some of the bids, China Mutual got one of the bids, and 
the China T ‘ading did not get any. 

Each company was try ing to get some quantity, maybe ten or fifteen 
thousand tons, to bid in Japan. Then the price would not neces- 
sarily be the same, because the price is related to the oil confent, and 
also to the guaranteed specifications. Different companies have dif- 
ferent ideas as to what kind of specification they can safely guarantee. 

Usually they go in with different prices. I believe SCAP must have 
weighed these details out when they accept reject bids. 

Mr. ApterMAN. Did there not come a time when Jardine got to- 
gether with the other two companies and they stated, “We are not go- 
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ing to bid, we are going down to SCAP and we are going to tell them 
they have to take it on a take-it-or-leave-it basis,” and took a very 
high-handed attitude about the sale of these beans to SCAP; is that 
not correct ? 

Dr. Cuen. I do not know what Jardine’s attitude was, But Jardine 
said: “Why couldn’t it be negotiated instead of going on public bids, 
because then the speculators would come into the picture, and in the 
end there would be no beans delivered ?” 

Mr. Apterman. Did you not, yourself, in discussing this with me 
previously, use the words that “Jardine took a very high-handed atti- 
tude about this sale”? 

Dr. Cuen. Jardine took a very high-handed attitude toward us and 
China Mutual. Naturally Jardine is the leading company in the Far 
East. They felt that they should lead us into the negotiations. Actu- 
ally it does not mean that we necessarily agreed to it. 

Senator Witt1ams. What was the price involved in the option which 
these two companies paid $90,000 for? 

Dr. Cuen. I do not remember the exact figure. I believe it would 
be in the neighborhood of $125 a ton, f. o. b. Dairen. 

Senator O’Conor. Turning now to the question of financing, Mr. 
Hutton, what method was devised for financing the deal ? 

Mr. Hurron. We were in this position: In a barter operation you 
always have this problem, Who is going to ship what commodity first ? 
We were not in the position to ship any cotton first because naturally 
the Government would not be willing to give us cotton until we had 
given them soybeans. 

We had the same problem on the other side. Chinese suppliers were 
not inclined to give us soybeans until we gave them the cotton. So we 
had to devise some means whereby that obstacle could be overcome. 
That was overcome with a letter of credit. 

Senator O’Conor. For how much? 

Mr. Hurron. I do not know the exact amount, sir. It was a revolv- 
ing letter of credit. So it would have been one-half of $3 million and a 
fraction. 

Senator O’Conor. Would the aggregate obligation be about 
$6,270,000? 

Mr. Hurron. Yes, sir. 

Senator O’Conor. And the letter of credit you think was about half 
of that? 

Mr. Huron. For half of that. As soon as that part of the transac- 
tion was completed it would revolve for another 3 million. 

Senator O’Conor. So you anticipated that the whole transaction 
would cover about $6,270,000, and you opened the letter of credit 
where / 

Mr. Hurron. In our New York bank. 

Senator O’Conor. For half that amount, with the understanding 
that upon the utilization of that, the remaining half then would 
revolve? 

Mr. Hurron. Yes, sir; it would become available. 

Senator O’Conor. Was the entire $3,100,000, let us say, put up or 
obligated by your company, World Commerce Corp., or in conjunction 
with anybody else ? 
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Mr. Hurron. That was done solely by us. We have a line of credit 
with several New York banks. This utilized the line of credit amount- 
ing to $3,100,000, out of our total existing at that time. 

Senator O'Conor. Had you any understanding or private agree- 
ment with any other concern as to the division of the obligation? 

Mr. Hutton. The only—to the best of my knowledge we did not. 

Senator O’Conor. Was there at any time any arrangement with the 
China Trading and Industrial Development Corp. to assume part of 
the deal ? 

Mr. Hurron. They assumed a part of the risk of the operation but 
they did not back up our letter of credit with their finances. 

Senator O’Conor. In what percentage was it divided between your 
company and China Trading, as represented by Dr. Chen? 

Mr. Hurron. We were to receive 5214 percent of any profits that 
might result, since we financed the transaction. China Trading was 
to receive the balance of 4714 percent. 

Senator O’Conor. What were the gross profits ? 

Mr. Hurron. The books are not closed on this yet. 

Senator O’Conor. I mean approximately. 

Mr. Hurron. Our share of the gross profit will probably run be- 
tween $225,000 to $250,000 or $26 0,000 when it is completed. That is 
gross. 

Senator O’Conor. Between $225,000 and $250,000? Of course, the 
gross profit of China Trading would be slightly less. 

Mr. Hurron. Yes, sir. 

Senator O’Conor. The $225,000 to $250,000 represents 5214 percent 
of the whole, and theirs would be 4714 percent. 

Mr. Hurron. Yes, sir. 

Senator O’Conor. So in all the profits would be somewhere be- 
tween $400,000 and $500,000? 

Mr. Hurron. $450,000 to $500,000. 

Senator O’Conor. Do you have any recollection of the exact amount 
paid for the 4714 percent gross profit ? 

Mr. Hutton. So far, as I said, we do not have all of our costs in. 
The books are now being audited. In 2 or 3 weeks we will have all 
this answered. We have advanced China Trading, I believe, $250,000 

or $251,000. 

Senator O’Conor. As representing 4714 percent? 

Mr. Hurron. Yes, sir. 

Senator O’Conor. From whom did you receive the money? 

Mr. Hutron. Going back to the letter of credit, because that ex- 
plains it, the letter of credit provided that if the Chinese would ship 
their soybeans first, and if they took certain éommercial documents 
such as a bill of lading, commercial invoice, to our bank, and presented 
it to the bank, the bank would give them a credit on their books for the 
soybeans, dollar credit. 

Tf at the end of—I have forgotten how many days, I believe 90 
days—after the arrival of the documents in New York, we had not 
shipped the counterpart in cotton to China to offset that credit, then 
our bank was oblig: ated to pay the Chinese the dollar balance. 

Senator O’Conor. To what concern was the credit given ? 

Mr. Hurron. The letter of credit was opened in favor of the North 
East Export Co. for the account, I believe, of China Trading. 
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Senator O’Conor. That is the Communist-controlled organization ? 

Mr. Hurron. Yes, sir. 

Senator O’Conor. So that actually the amount in question was 
transacted by you through the bank, of course, the letter of credit, 
with the North East Export Corp. ? 

Mr. Hurron. True, sir. 

Senator O’Conor. Mr. White, just continuing, and with Mr. Hut- 
ton’s assistance, and Dr. Chen, the negotiations in Washington; we 
stopped in the early stages of it. Will you continue and state what 
developed subsequently / , 

Mr. Wuirre. It probably will not be in chronological order because 
I will say wh at I remember. I remember there were some discussions 
with them as to whether we were going to take all cotton or some 
other commodities, because I mentioned this Israel thing to you. 

It finally got down to the point where we took all cotton with an 
option in ‘there that if we wanted any of these commodities, and 
Commodity Credit Corporation would consent to it, we could take 
some of these other surplus commodities. 

There was a great deal of discussion on specifications. I think the 
contracts were done over and over and over. I have never seen so 
many drafts done on a contract because of the arguments that were 
involved as to the mechanics of the situation. It was a very compli- 
cated transaction when you remember that we had cotton going out 
of here, we had soybeans going out of Dairen, soybeans going to Jap: in 
and the cotton to Dairen, and we had to always keep in our mind that 
what we came out with would have to be something that could be 
agreed to on the other side in China, and also that our banks would 
agree to. 

I think as we went along there were some discussions with the banks 
as to certain features put ‘into the contract, because they would object 
to some features and say if that is in there we cannot finance it that 
way. I mean it would come out but we might have to make a change. 

There was discussion as to who was going to pay for the analysis. 
The previous contracts in Japan, SCAP had always paid the expenses 
of analyzing the soybeans. Commodity Credit Corporation insisted 
on our paying the expenses. We finally agreed to pay the expenses of 
analyzing the. soybeans out there. 

There was an involved question as to how to do the analyzing, how 
to pick laboratories over there. There was a very difficult discussion 
as to what types of cotton we were going to get and where the cotton 
would be available, because we wanted to ship it out of New Orleans, 
and we wanted to ship it in big lots, we did not want to pick up 500 
bales here, 300 there and 200 here, because that would make it too 
expensive. 

If I had a copy of that contract I could point to that, I could go 
through it much better. 

(A document was handed to the witness by a staff member.) 

Mr. Wuire. There was insistence on a minimum quantity of oil. 
There was quite an argument on that. Under standard practice Hut- 
ton had advised World Commerce Corp., it advised me on the way 
down, that when soybeans were sold in the Far East you got a premium 
if you went over a minimum oil content of 17 percent. 

So we were insisting that Commodity Credit Corporation pay a 
base price of so much cotton at 17 percent, and if it went over 17 
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percent, we should get an additional premium. Commodity Credit 
Corporation refused to do it. Finally we gave in and we did not 
get that premium. 

Senator O’Conor. It may not be necessary to detail all these negotia- 
tions. Over what period did they extend? 

Mr. Wurre. From about the 16th of April—either the 15th or 16th 
or 17th—in those 3 days they started to—— 

Senator O’Conor. Until when? 

Mr. Wuirr. May 10. The contract was signed on the 10th of May. 

Senator O’Conor. After May 10 did you have any discussions with 
them at all? 

Mr. Wurrr. Yes, sir. 

Senator O'Conor. Until when? 

Mr. Wuirre. I would say we are still discussing it. There are so 
many problems that came up on the thing. 

Senator O’Conor. I would like to have you address your attention 
to one phase of it. Throughout the discussions, and even after the 
outbreak of the Korean war, particularly, I want to ask you was there 
any change of attitude on the part of the officials here in Washington 
as to the shipment of cotton ¢ 

Mr. Wuire. I would say no. 

Mr. Franacan. On that very point, Mr. White, the fact that you 
were shipping this cotton after the outbreak of the Korean war, did 
that give you or your clients any concern ¢ 

Mr. Wurre. Let me answer it this way: I don’t think it gave my 
clients any concern for this reason: In the contract, if you will look 
at it, you will see that there is a provision there that in the event the 
cotton is stopped—at the time this contract was negotiated, for in- 
stance, you always have to keep in mind, any lawyer will keep in 
mind, the export controls which may or may not be imposed, and 
that the world situation is changing all the time. So it was provided 
in there that if at any time an export control was placed upon cotton, 
we would be in this position, that we would have made a lot more 
money than we made if this contract had been canceled, or if an 
export embargo had been placed on this cotton for this reason: You 
will note that if you look through the back part of the contract, that 
if we are stopped from exporting the cotton out of the United States 
because of a regulation of the United States Government, we are then 
permitted to sell cotton anywhere in the Western Hemisphere, and 
we can sell 10 percent of it to a place other than China. 

I think it is spelled out “ECA countries.” After this contract was 
signed, the price of cotton started to go way up. We had been com- 
mitted under our contract in NEEC to deliver them cotton. So if the 
cotton went out, we would have to give NEEC the cotton. 

However, they had agreed that during this—as Hutton explained 
to you, as this letter of credit was set up, if at the end of 90 days we 
had not given them cotton we could have given dollars. 

Mr. Fuanacan. You could have cut them off at any time and not 
suffered a loss? 

Mr. Wutre. We would have made a gain. 

Mr. FLuanaGan. You could have cut them off ? 

Mr. Wuire. Yes, sir. 

Mr. Firanacan. I am happy to have that information directly. 
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Mr. Wuire. Let me put it this way: We could not have cut them off 
unless we had a force majeure excuse, if the embargo had been placed 
on it so that we could have said we cannot ship the cotton. 

Mr. Franacan. In other words, if the United States Government 
said “You cannot ship that cotton,” you would not have suffered any 
financial loss ¢ 

Mr. Wurre. We would have made a profit. 

Mr. Fuanacan. That is not quite what my question was directed 
at. My question was this, to explain it a little more: Once we got into 
the Korean war and most of the cotton was shipped after the Korean 
war; is that right? 

Mr. Wuarre. That is right. 

Mr. Fuanacan. We all know what the faets were, that the support 
for the Korean armies was coming from Communist China at that 
time—did that give you any concern, the mere fact that your client 
was shipping cotton to China who was helping the Koreans fight our 
men, aside from the financing end of it? 

Mr. Wuire. I would say it gave us some concern. I would say that 
it would give anybody concern to be shipping material to a country 
which, although no war had been declared, everybody knew was an 
enemy. 

Mr. Fuanacan. It was really an enemy. 

Mr. Wuire. Let me say this, as we look at it: Even before this con- 
tract was signed, it would give us concern to ship anything to the iron- 
curtain countries which we felt was of benefit to the iron curtain coun- 
— unless we felt that what we were getting from them was of more 

benefit to the United States or a friendly country. 

Senator O’Conor. Did you not figure at the time that cotton must 
have been very important to them because they would not have been 
buying it and they would not have been in quest of so much of it if 
it were not str: itegic: ally important ? 

Mr. Wurrr. It is true that cotton was important to them, but not as 
we looked at it—we may have been wrong—not as a war matériel. 

Senator O’Conor. Did you figure that in the textile industries and 
in other ways in China, the industrial potential would have been built 
and to that extent the armies would have been supplied ¢ 

Mr. Wurre. Ido not think so. We consider that cotton is clothing. 
It is not a gun, it is not steel, it is not anything like that. We felt 
that soy beans, to Japan—that the over-all ‘feeling, the over-all policy 
would be better off if soybeans got into Japan because they were so 

short, and because we needed the support of Japan and we needed to 
feed them, that the gain to the United States interests would be 
greater than the loss that we would suffer by letting the Chinese have 
cotton. 

Senator O’Conor. That was your opinion, you say ? 

Mr. Wurre. Yes, sir. We may be wrong. 

Senator O’Conor. Did you discuss any of that important phase of 
the matter with the Federal authorities / 

Mr. Wurrs. In all these transactions in which World Commerce is 
in, they would not do this if there were an export license on a particu- 
lar material in the United States—this is my opinion—and if they 
could buy that material in Argentina or any place else they wouldn't 
buy it and ship it. 
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Whenever they get into a transaction involving an iron curtain 
country they try to get clearance from the policy-making departments 
in Washington as to whether there is any policy, how the Govern- 
ment feels about that particular transaction. 

One of the first things we recognized—and somewhere in the dis- 
cussion one of the things that was said was whether or not this had 
been cleared with the State Department. We were assured that it. 
was cleared by the State Department. 

Senator O’Conor. By whom were you assured that it had been 
cleared with the State Department ? 

Mr. Wurre. I think Commodity Credit Corporation told us. 

Senator O’Conor. Who on behalf of the Commodity Credit Corpo- 
ration ? 

Mr. Wurre. It would have to come from among the following peo- 
ple, because they were the people that were there: Mr. Taylor, Mr. 
Rawlings, Mr. Book., I think his name is. Mr. Johnson was there as 
an attorney but I am sure he was not the one who assured us. I would 
say it would be either Taylor or Rawlings. 

Senator O’Conor. Who in the State Department was quoted : 
having given the O. K. ¢ 

Mr. Wurre. No name. 

Senator O’Conor. No name ? 

Mr. Wuire. No name. 

Senator O’Conor. Was it indicated in what particular division or 
what particular agency, or some agency of State / 

Mr. Wuirr. No, sir. Usually we speak of it as Army, State, Com- 
modity Credit, or whatever it is. It 1s the department that speaks as 
far as we are concerned. 

I will say this: That I have a recollection—and again I am not sure 
whether I am right about it—that when Senator Jenner began to ob- 
ject to this thing after the contract was signed, that we were very 
much disturbed in New York because of the aspersions cast on World 
Commerce Corporation. 

The president of the company felt very badly. We felt that there 
was an aspersion cast that the company would be helping an enemy, 
China, and making a profit out of it, when in fact we were not making 
a profit out of it and we did not feel we were helping China and we 
had been assured by the United States Government that it was a good 
transaction for the Government’s interest. 

Senator O’Conor. I want you to be a little more specific on that. 
By whom were you assured in the United States Government that it 
was to the country’s interest ? 

Mr. Wuire. I would say this: It was a statement that was cleared 
by the State Department which would be enough to us. Let me say 
two things, and then I will go on. 

Senator O’Conor. Spend - as much time as you wish on this phase of 
it. This is vitally important. We feel it is a duty to find out if this 
transaction was detrimental to the interests of the United States, and 
if it was, who, on behalf of the United States Government gave en- 
couragement to it, and, more especially, who on behalf of the United 
States Government gave any official approval of it. 

Mr. Wuirre. It is my understanding that the following approvals 
were gotten, and then I will tell you how. 
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MacArthur’s headquarters approved it. When we would break up 
a meeting they would have to say we have to go back to SCAP to find 
out how they feel about it. So I think origin: ally, after the first meet- 
ing, a cable went out to SCAP setting forth the proposal on the barter 
transaction as to whether or not SCAP would be in favor of it. 

The answer to that nfust have been yes, because we continued our 
negotiations after that. Then the second thing is, we feel that the 
Army was in favor of it, we know Commodity (¢ ‘redit Corporation was 
in favor of it because they signed it. Commodity Credit Corporation 
told us that the State Department approved it. 

Why I brought up Senator Jenner’s speech is because it is my 
recollection that I called up the Staté Department subsequent to 
Senator Jenner's speech. 

Senator O’Conor. With whom did you talk? 

Mr. Wuire. That is what I am not too sure of. I think somebody 
by the name of Hibby or Higby 

Mr. Fianacan. What division would he be in? 

Mr. Wuirer. I think the economic division. I would not want to be 
bound by that. 

Senator O’Conor. Did you not think it sufficiently important to have 
anything in writing? 

Mr. Wurrr. No. Let me put it this way: I felt that the fact that 
we were contracting with the United States Government—I mean we 
were contracting with the United States Government—was enough 
to assure us that it must be all right or the United States Government 
would not have entered into a contract with us. 

I do not know whether I am making that clear to you. When you 
get a contract signed by an official of the United States Government, 
and you have a ‘statement that it has been cleared with the Depart- 
ment of State, and you have the fact that the Department of the Army 
knew about it, I do not believe that it is incumbent on us to go any 
further. And I would not have gone to the State Department after 
the thing was all done except for the fact that World Commerce Corp. 
at that time became very disturbed about the implications in the 
newspapers. 

Mr. Fianacan. Was this before or after the outbreak of the Korean 
war? 

Mr. Wuirr. I do not recall. It seems to me it was before. It seems 
to me that there was a great deal of newspaper publicity which at 
first was directed against, as Mr. Loomis said, the fact that there was 
going to be a famine in China, and here was a certain group of news- 
papers talking against this thing because they said here is a famine 
occurring in China and we are taking soybeans out of China. 

Then there was another group objecting because the cotton was 
going to China, and because of the assumed profit that they thought 
the World Commerce Corp. was getting out of it. 

Senator O’Conor. Did you learn at all, or did any of the officials 
here in Commerce or in Commodity Credit Corporation advise you 
that they had any correspondence or any official approval from the 
State Department, or any communications that would indicate the 
approv al? 

Mr. Wuirr. I think the words, exactly, were this: that they had 
cleared with the State Department, and the State Department had 
approved it. One reason I know that that is true is because our bank 
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was interested in it, too. And I had to give them assurances that it 
had been approved by the Government down here. I gave them those 
assurances. 

Senator O’Conor. In what manner? Just verbally? 

Mr. Wuire. No, sir. Ina letter. 

Senator O’Conor. Mr. Hutton, you indicated that you had a 
thought on it. 

Mr. Hurron. I was going to repeat what Mr. White had said by 

saying that we definitely were under the impression at the time this 

contract was signed, and we did recheck it later, and I definitely felt 
all along and so did our company, that this had the approval not only 
of the Commodity Credit Corporation, who obviously approved it 
by signing it, but the Department of State as well, and we felt that 
the War Department and General MacArthur's headquarters had 
approved it by mere virtue of the fact that they had authorized the 
negotiations. 

Senator O’Conor. After the Korean war started, after the invasion 
occurred, did that place any different complexion on it, in your opinion, 
that caused you any concern or apprehension ¢ 

Mr. Hurron. Yes. sir. Of course, when the Korean war broke out 
China was not involved. Of course, it was in the papers that they 
were probably supplying the Koreans. Later we found that was true. 
That naturally caused concern in our case. 

But we felt this way, sir: that the decision as to whether the cot- 
ton should go from this edare to China, even after the outbreak 
of the Korean war, was rightfully a decision which the United States 
Government had to make. 

They could have canceled—not canceled our contract, bu put an 
export ban on the export of cotton to China, in which case, as it 
turned out, it was an accident, we would not have lost any money, we 
would have made more money out of the operation and probably been 
a little happier out of it. Certainly saved ourselves a lot of work and 
detail and so forth, 

But there was no way to cancel the contract as far as that was con- 
cerned. The Government can cancel our contract effectively by 
putting an export ban on cotton export and it is force majeure. 

Mr. Fuanacan. To develop the chairman’s point, were you suffi- 
ciently concerned after the outbreak of the Korean war to bring it to 
the specific attention of anyone in the Government ? 

Mr. Hurron. Sir, it may have been even before the outbreak of the 
Korean war that we felt that way about it. 

Mr. Fiuanacan. I am talking about after. 

Mr. Hurron. I do not believe we brought it up specifically after 
the outbreak of the Korean war. We did make a subsequent check 
after the contract was signed through Mr. White, and did reassure 
ourselves that it did have State Department approval. Having had all 
these approvals we did not worry about that end of it. 

Mr. Fianacan. To get this in its true perspective, as the testimony 
will later show here, some of these cotton shipments of yours were 
made within 2 or 3 weeks of September 8 when cotton was put on the 
Positive List by the Feder al Governme nt. Some of your shipments left 
the United States within 2 or 3 weeks, 2 or 3 weeks prior to the time 
that cotton was actually put on the Positive List. 
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Mr. Hurron. I think all of our cotton was exported before an ex- 

port ban was put on. 

Senator O’Conor. But very close to the time. 

Mr. Hurron. The last ship was a matter of days. 

Senator O’Conor. That leads to one question along that line: Was 
there any comment made as you approached that date that there were 
reasons for considering putting cotton on the Positive List, or because 
it was in short supply or otherwise? Had there been any mention 
made of the fact that they were considering putting cotton on the 
Positive List ¢ 

Mr. Hurron. Mention made by the Government to us? 

Senator O’Conor. Yes. 

Mr. Hurron. Not that I recall. 

Senator O’Conor. Mr. White had mentioned that the price had 
gone up. Was that a matter of discussion which would indicate 
whether the stocks were diminishing ? 

Mr. Wurrr. I never looked at it that way. All I know about that 

is that Mr. Hutton used to call me and say they would get the quota- 
tions every day, and that cotton had gone up this amount, and it had 
gone up another day, and began to go up. 

As you look at it in retrospect, and if I were a businessman I would 
say that either the demand had gone up or the supply had dropped. 
It has to be that. 

Senator O’Conor. Or both. In other words, it didn’t just abruptly 
stop on one day. There was an ascending or descending curve. What 
was the situation regarding that ¢ 

Mr. Hurron. I believe there are several problems. I am not a 
cotton expert. I believe there are probably several market factors 
at work. One, I think probably the estimates for this year’s cotton 
crop which I believe were lower than were expected, probably had 
something to do with the drop. I think the extra demand for cotton 
arising out of the Korean conflict, for example, increased the demand. 

I believe also—and this is sort of hazy in my mind—I believe the 
ECA countries and European countries started buying up, as indeed 
the South American countries are doing today in other products— 
buying up in advance their cotton requirements, because they saw the 
supply declining and the prices going up, and demand in this country 
increasing. So you had a lot of factors at play. 

Senator O’Conor. When did you observe the costs going up so that 
as Mr. White has explained it would have been advantageous if actu- 
ally that deal had been modified and you could have sold it elsewhere ¢ 
Mr. Hurron. Those were just general observations made from time 
to time. 

Senator O’Conor. Was that through June, July, and August ? 

Mr. Hurron. Yes, sir; throughout the last days of the operation. 
We watched the prices of the soybeans in Chicago and the prices of 
cotton just as a matter of interest. 

May I revert to the first question? We have an office in Madrid, we 
maintained men in Manila last year, but that office was closed. We 
have an office in Panama City, and one in Toronto. 

Senator O’Conor. Having mentioned that, who are the officers and 
directors of the World Commerce Corp. ? 

Mr. Hurron. I believe those are listed, sir, in the Dun & Bradstreet 
report which we supplied. 








tom 


, =  =_ = 





EXPORT CONTROLS AND POLICIES 27 


Senator Witfiams. You indicated that when you first began nego- 
tiating with the Commodity Credit Corporation for this deal, they 
gave you the impression that cotton was in surplus. 

Mr. Waite. Ves, sir. 

Senator Wiit1ams. Do you remember just who told you that? 

Mr. Wurre. I do not remember, sir. Again it would probably be 
Mr. Taylor. 

Senator Worms. I notice that at no times in recent months has 
cotton been on the surplus list. I think the cotton reports on the crops 
at the time this was being negotiated indicated that we were going 
to have a short crop this year. I think that was well known and pub- 
lished by the Commodity Credit Corporation at that time. Am I 
correct ¢ 

Mr. Wurre. I personally never saw any of their published state- 
ments. The only thing that I can say is that at that time we were 
told it was a surplus. As to whether there was any of this other 
material, it may very well have been, sir. 

Senator Witt1ams. Are you familiar with the crop reports that 
were coming out at that time 

Mr. Hurron. Only from what I pick up in the papers from time 
to time. 

Senator WiitraMs. Is it your understanding that they were expect- 
ing a short crop this year? 

Mr. Hurron. Not at the time this contract was negotiated. Asa 
matter of fact there was a lot of criticism as I recall it in the news- 
papers at that time of Commodity Credit Corporation, because they 
did have this staggering supply of cotton on hand and they were not 
finding outlets for it. That was the atmosphere which made this 
transaction possible. 

Senator O’Conor. Would you read the officers into the record, and 
the directors / 

Mr. Hurron. The president of the company is Frank T. Ryan. As 
I have mentioned, | am a vice president. We have another vice presi- 
dent, Mr. John Pepper. We have another vice president by the name 
of H. L. Rachlin, who I see is not listed. 

Mr. Cashmore, Geoffrey L. Cashmore, is either the assistant treas- 
urer or treasurer. Mr. Boncompagni is the general manager. Mr. 
Proddow, I believe, is still the secretary of the corporation. 

There have been some changes made in this board of directors since 
this was issued. I do not know exactly what they are. 

Senator O’Conor. Who composes the board as of the present time? 

Mr. Hurron. I do not know who all of them are. But I believe— 
let me take the names here 

Mr. Wuire. May I ask you: are you speaking as of the date of the 
signing of the contract / 

Senator O’Conor. Yes. 

Mr. Hurron. This was substantially it as of the date of the sign- 
ing of the contract, with the possible exception of Mr. Grew, who may 
have resigned before. I am not sure of that. I think the others were 
on the board at that time. 

Senator O’Conor. And the names? 

Mr. Hurron. Mr. Cavegnaro. 

Senator O’Conor. The full name ? 
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Mr. Herron. James F. Cavegnaro. Mr. Edward*Bickle; Mr. W. 
W. Cumberland; Maj. Gen. William Donovan; Mr. Russell Forgan; 
Mr. Roger Gilbert. 

As I said, the Honorable Joseph Grew may not have been on the 
board as of that time. Also, I am not sure whether Mr. deManico 
was on the board at that time. He is listed here. 

Mr. Joscelyn Hambro, I believe, was on the board at the time, as 
was Mr. James D. Mooney, and I believe Mr. Petter, Mr. Frank 
Ryan—I know Mr. Frank T, Ryan—Mr. John J. Ryan was on the 
board, Sir William Stephenson, and Mr. Alfred Du Pont was put on 
the board of directors sometime this year. I do not recall whether 
he was on the board at the time this was issued. I believe he is on 
the board as of today. 

My Ryan has handled all of the board meetings and that is sort of 
out of my bailiwick, that is why I am not certain as to when they 
came on or left the board. 

Senator O’Conor. Is there anything further that you might desire 
to say, or any further information that you would like to add¢ I do 
not want you to feel compelled to adhere only to the questions that 
were asked. Is there anything further that you feel is of importance 
in explanation of this whole matter / 

Mr. Hurron. I can think of nothing. 

Senator O’Conor. Dr. Chen ? 

Dr. Coen. No, sir. 

Senator O’Conor. Thank you, gentlemen. 

Mr. Rawlings, Mr. Holmes, Mr. Book, and Mr. Taylor. 

Do you solemnly swear that the testimony you are about to give 
to this subcommittee will be the truth, the whole truth and nothing but 
the truth, so help you God ¢ 

Mr. Rawurnes. I do. 

Mr. Horners. I do. 

Mr. Boox. I do. 

Mr. Taytor. I do. 


TESTIMONY OF T. R. RAWLINGS, OF THE DEPARTMENT OF AGRI- 
CULTURE; L. C. HOLM, OF THE COMMODITY CREDIT CORPORA- 
TION; L. B. TAYLOR, OF THE DEPARTMENT OF AGRICULTURE; 
AND A. B. BOOK, OF THE FISCAL BRANCH, PMA, DEPARTMENT 
OF AGRICULTURE 


Senator O’Conor. Will you please state your full names ? 

Mr. Rawiines. My name is T. R. Rawlings. 

Senator O’Conor. Mr. Rawlings, your position is staff specialist? 

Mr. Rawiines. With the Office of Materials and Facilities. 

Senator O’Conor. Of what department? 

Mr. Rawirnes. Production and Marketing Administration. 

Senator O'Conor. Of what department ? 

Mr. Rawuines. Department of Agriculture. 

Senator O'Conor. And yours, please ¢ 

Mr. Hoim. L. C. Holm. I am executive assistant to the Adminis- 
trator of the Production and Marketing Administration, and also 
secretary to the Board of Directors of the Commodity Credit Corpo- 
ration. 
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Senator O’Conor. Department of Agriculture 

Mr. Hoi. Yes, sir. 

Senator O’Conor. And yours, sir/ 

Mr. Tayvor. L. B. Taylor, Production and Marketing Administra- 
tion, Department of Agriculture. 

Senator O’Conor. And yours, sir / 

Mr. Boox. A. B. Book. I am an accountant with the Fiscal 
Branch, PMA, Department of Agriculture. 

Senator O’Conor. We are interested, gentlemen, as you of course 
observed, in various phases of this transaction. We would like to ask 
you, Mr. Rawlings, if you can first give us the benefit of your knowl- 
edge of any of the successive steps, what connection you had with 
them and what was done. 

Mr. Rawiines. Specifically, working on barter transactions at a 
staff level is one of my responsibilities under Mr. Taylor as Director, 
and then successively under the Director of PMA. 

I first learned of this transaction when Mr. White came in. I have 
heard most of the testimony this morning. I do not recall all of the 
earlier transactions because I was not in on it. 

In conducting a barter transaction I attempt to get at a staff level 
information from the various branches of PMA, or whoever may be 
involved, for instance, the Solicitor’s office, and those branches in 
PMA would include the Transportation, War Housing Branch, the 
Cotton Branch for that part of it, thé Grain Branch for any informa- 
tion, or the Fats and Oils Branch in connection with detailed specifi- 
cations, and the Fiscal Branch and legal advice from the Solicitor’s 
office, a representative of that office, and the manner in which these 
barters usually are carried out, you get around a large table and you 
have a series of conferences. 

Each specialist within the Department contributes his part. That 
is the way they are finally arrived at. So that as far as I am con- 
cerned it is not any one person that you can specifically say works 
out every detail of the contract. Also in that connection we kept in 
close touch with the Army because they were the ones who had ex- 
pressed a need for the soybeans for food needs in Japan. 

They had indicated that with the funds they had available they 
could not pay the prevailing market price at that time. So that is 
the way the deal started. 

Senator O’Conor. Might I ask right at that point, Mr. Rawlings, 
whether or not in speaking with the Army or the Defense people, there 
was any qualification attached or any condition attached as to whether 
any of the goods in the barter would go to the Communist-dominated 
areas ¢ 

Mr. Rawiines. No. sir; there was no discussion on that. 

Senator O’Conor. While, of course, it is understandable that there 
would be encouragement given to negotiating through barter for the 
needs such as those of occupied Japan, it surprises me that there was 
no condition attached that the Communist-dominated areas were not 
to be helped. Can you state anything additional to what you said in 
that connection ¢ 

Mr. Rawuinas. To my knowledge, I was not in on any of that part. 
I do not recall any of that. 
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Senator Wixtuiams. In this particular deal you knew that you were 
dealing directly with the agents of Communist China; is that not 
correct? The Department knew that this cotton was going to Red 
China? 

Mr. Rawitnes. I understood that most of the cotton probably would 
go into Red China. But at that time there were no export controls 
on cotton to any destination in the world. Cotton as I understand— 
not from personal knowledge—was being sold by private firms all 
over the world at that time. 

Senator Witt1ams. Was there any concern on the part of the De- 
partment of Agriculture that this cotton was going into Red China, 
or any Communist-dominated country, or was the fact that there had 
heen no export controls placed in effect 

Mr. Rawuines. I think all that was given thorough consideration. 
I think it was at a higher level than I was. 

Senator O’Conor. By whom? 

Mr. Rawutnes. The Board of Directors approved the principle— 
I will not say principle; I withdraw that—the authority to make this 
deal. 

Senator WittiaMs. They gave that approval with the knowledge 
that the cotton’s original destination was for Red China ? 

Mr. Rawurnes. That I could not answer, because I was not at the 
meeting and I do not know. 

Senator Wrx1aMs. Can any of the other gentlemen answer ¢ 

Mr. Taytor. That is correct. The entire transaction was based on 
that. Sothere was no change in the transaction. 

Mr. Fianacan. To assist in clearing up the record, it is obvious that 
the Commodity Credit Corporation Board of Directors approved the 
deal. What Senator Williams wants to know is, did they give specific 
consideration to the fact that this cotton was going to Communist 
China? 

Mr. Tayuor. Yes. 

Senator WiiuiaMs. Did they express any concern over that, or did 
it mean anything? 

Mr. Hoim. As Mr. Taylor said, the Board of Directors had full 
knowledge of the fact that the probable destination of this cotton was 
Manchuria, which I presume at that time was a part of Red China. 

I wish you would remember the fact of our relationship with China 
at that time, and that there was no indication anywhere in this Gov- 
ernment of a desire to place a restriction on the flow of cotton to China. 
It was flowing freely and unhampered through commercial channels. 

Senator Wiruiams. Was that true of all Communist-dominated 
countries 

Mr. Hoim. As far as I know there was no restriction on the export 
of cotton to any country. 

Senator O’Coner. Of course, this country had failed, neglected, 
or refused to accord diplomatic recognition to Communist China as 
of that time, did they not? In other words, they were in control in 
Peiping since December 25, 1949. There had been quite an interval 
before this transaction. No recognition had been given to them. 

Mr. Horm. No diplomatic relations, that is true. But I do not think 
the lack of diplomatic relations extended over to our commercial re- 
lations. In the eyes of the Directors of the Community Credit Cor- 
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poration, we had at that time cotton in excess of our known and fore- 
seeable requirements. We were desirous of moving cotton into world 
channels, into export. And it is a truth that at that time I believe 
American cotton was the cheapest cotton in the world. 

The only deterrent on the movement of American cotton into the 
world was the lack of available dollars to pay for it. Therefore cotton 
figured quite prominently in all of our early barter deals because it 
was a desirable commodity, not only in China but elsewhere. 

There was a demand existing for it far in excess of what dollars 
were available in the world to buy it. This appeared to be an oppor 
tunity to aid the movement of cotton into export where cotton ordi 
narily moved because the dollars were not available, and at the same 
time provide the needs and requirements of a country over which we 
had a certain amount of responsibility, without the use of Americar 
dollars. 

Senator WitutiamMs. What do you mean that we had a certain amount 
of responsibility for China / 

Mr. Hoim. Japan, sir. To meet the requirements of Japan for soy- 
beans. 

Mr. FranaGan. Along the same line, I assume now that you are 
saving that the Board ‘of the Commodity Credit Corporation had 
ali these matters in mind on May 9 or 10 when they entered into this 
agreement, that they had reviewed these facts as you stated them. 

“After the outbreak of the Korean war—most of these shipments of 
cotton that we are discussing this morning were made after the out- 
break of the war. 

Senator WinuiaMs. All of the shipments. 

Mr. Franacan. After the outbreak of the war cid the Directors of 
the Commodity Credit Corporation reconsider the situation / 

Mr. Hoim. Let me put it on that basis, sir. I think it would have 
been entirely presumptuous on the part of thé Board of Directors of 
the Commodity Credit Corporation to have taken action with respect 
to this one particular deal over which they had export control, un- 
less this Government had taken specific action across the board. 

That was not within the province or jurisdiction or responsibility 
of the Board of Directors of the Commodity Credit Corporation. 

Mr. Franacan. Do you think it would have been presumptuous 
on the part of the Board of Directors of the Commodity Credit Cor- 
poration to point out to the Office of International Trade, the State 
Department, or the Defense Department that you were sending out 
some 49,000 bales of cotton to a country that was supplying the men 
that were fighting our men? 

Mr. Hot. I do not know what the exact figures are, sir. 

Mr. Fuanacan. Those are the figures. 

Mr. Houm. I do not mean the 49,000. The point I am getting to is 
that I do not believe that this amount of cotton that was involved in 
this contract while probably in proportion to the total movement of 
cotton through the free and unhampered channels of commercial 
trade 

Mr. FLANAGAN. Lam talking about cotton to China. 

Mr. Horm. Yes, sir. 

Mr. FLranacan. We will get and are attempting to get the total 
amount of cotton that went into China during this period from the 
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United States. We do not know what the figure is. 1 know that 
48,000 or 49,000 bales is a substantial amount of cotton. 

The point that I am making, and the question that I am asking, is 
did the Commodity Credit Corporation at that time give any thought, 
or did they have any discussion about bringing this matter to the at- 
tention of some other Government agency that had the responsibilty 
of stocking cotton ¢ 

Mr. Hout. I do not believe they did. 

Mr. FLanacan. They did not even consider the matter ¢ 

Mr. Hoi. Not to my knowledge. 

Mr. Fianacan. Would it be likely that the Board could officially 
consider the matter without your knowing about it 

Mr. Hot. I do not believe so. 

Senator O’Conor. With regard to the question of supply, you have 
indicated just in your answer before that you were cognizant of the 
fact that there were surplus stocks on hand. That is correct, is it 
not ¢ 

Mr. Hoim. At the time that this contract was negotiated, yes. 

Senator O’Conor. That was what I was referring to. As of that 
time what would you say would have been the estimate of surplus 
stocks, or the total ? 

Mr. Horm. I do not have the figures with respect to what the total 
cotton stocks were. The total cotton stocks, of course, were sufficient 
to necessitate under the law acreage restrictions and marketing quotas 
on the 1950 crop of cotton. 

Senator O’Conor. Were there indications of a carry-over / 

Mr. Hoitm. Yes, sir; an excessive carry-over. And there was in the 
Commodity Credit Corporation inventory on March 31, of cotton 
that had actually been taken over and was in the inventory, 3,598,600 
bales of cotton. 

Senator O’Conor. Three million five hundred thousand / 

Mr. Hotm. Yes, sir. There was also under loan, the redemption 
period of which had not yet expired, 2,200,000 bales, if you do not 
want the exact figure. Therefore at that time it appeared that there 
was in the hands and potentially in the hands of the Commodity 
Credit Corporation, almost 5,900,000 bales of cotton. 

Senator Wiitz1ams. What was your most recent or nearest crop 
report that you put out around that date? 

Mr. Hotm. The first crop report I believe, sir—I am not sure of 
this—I believe the first cotten crop estimate comes out in July. 

Senator Wiiuiams. Do you not have an acreage report prior to 
that / 

Mr. Hoi. No, sir; I do not believe there is. I would not be sure 
about that. I know there is a prohibition against obtaining intention 
to plant on cotton, but whether there is an acreage report in the inter- 
im or not I do not know. 

But I am almost sure that the first crop estimate comes out attempt- 
ing to forecast what the current crop will be, that is not available 
until July. 

Senator Witu1ams. What was your crop estimate on July 1? 

Mr. Hot. I do not have that figure. 

Senator Witt1ams. What was the condition of the crop? 

Mr. Hotm. The condition was below normal. 
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Senator Witi1aMs. Substantially below normal? 

Mr. Horm. Yes, sir. 

Senator oe. And yet this cotton went out after that period, 
and the record as I understand it indicates that when the war broke 
cut in Korea on June 23 you had three million some thousand bales of 
cotton. In the next 60 days you liquidated all of that, after the crop 
report came out, after you found that you were going to have a sub- 
stantial reduction in the crop. 

Is that a true picture / 

Mr. Rawurnes. I would like to add on that point. What you are 
speaking of, the deliveries of soybeans should not be over looked which 
started in June. 

Senator WiniiAMs. I am speaking of the liquidation of the inven- 
tories that the Commodity Credit Corporation had on hand at June 
25, when the war broke out in Korea, of around 3,400,000 bales of 
cotton, and for the year prior to the outbreak of the war your inven- 
tory had been running along an even keel, not too much change either 
way. But within 60 days after the war broke out in Korea you liqui- 
dated 95 percent of your cotton holdings; is that correct ‘ 

Mr. Hoim. That is correct. 

Senator WiuiaMs. You liquidated that following the publishing of 
a report which indicated that there was going to be a substantial re- 
duction in this year’s crop, and that there could be a shortage of cotton 
in this country; is that correct / 

Mr. Hoim. That is correct. 

Senator O’Conor. You have indicated before that there were indi- 
cations of a carry-over. Have you estimates to indicate that that 
would be the case / 

Mr. Hotm. That is correct. 

Senator O’Conor, You have no given any answer as to the extent 
of the carry-over. 

Mr. Hoim. As of what date? 

Senator O'Conor. Both as of the date of the contract and July 

Mr. Houm. I do not have those figures with me. That was thor- 
oughly discussed and presented at the time the allotments were made 
on acreage and quotas. 

Senator O’Conor. Couldn't you say what on July 1 the carry-over 
Was ¢ 

Mr. Hotm. No, sir. 

Senator WittiaMs. Would it not be safe to say that the carry-over 
on your July 1 estimate was substantially below the carry-over for 
recent years / 

Mr. Hoi. The estimate when, sir? 

Senator WituiamMs. July 1. After you came out with the reduced 
outlook for the 1950 crop. In that crop report did you not also indicate 
that the carry-over this year (1950) would be substantially below that 
of any of the _— in recent years ? 

Mr. Hotm. I do not remember that that statement was made. I 
think there oa have to be many other factors, such as the rate 
of disappearance that would have to be taken into consideration. 

Senator Wituiams. You take that into your consideration in your 
reports. By virtue of the lower output this year, was it not your 
report automatically that you would have a lower carry-over than 
you had anticipated previously ? . 
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Mr. Hou. Certainly. Which on the basis of the facts known at 
that time was not particularly alarming. 

Senator Witt1ams. When did you ‘find out that the facts were 
alarming? 

Mr. Hota. Action was taken to curtail the export of cotton in early 
September. 

Senator WititAMs. That was the 8th of September ? 

Mr. Hotm. I believe that is correct. 

Senator WituiaMs. I believe the final sales of about a million bales 
were made about a week or so prior to that. You just accidently 
completed liquidating your inventory prior to the time that you 
published your eee is that correct? And on the 8th of September 
you had about $20,000,000 worth of cotton left out of $600,000,000 
worth ? 

Mr. Hoim. I presume that you are inferring that the timing of 
the placing of export controls—— 

Senator Wiiiams. I am making no presumptions at all. Iam just 
stating facts. Is it not a fact that your final sales were completed 
just prior to the public announcement of the crop failure on Septem- 
ber 8? 

Mr. Hoitm. The final sales were not, because we still have some 
cotton in inventory. 

Senator Wituiams. You have about $20,000,000 worth. I mean 
the bulk of the cotton, put it that way, over 90 percent of the cotton 
was sold just prior—in the 60 days prior to the completion of that 
crop report. 

In other words, your crop was sold, 90 to 95 percent of it, if I 
understand it correctly—and correct me if I am wreong—during the 
60-day period after you published your notice on July 1 that there 
would be a substantial reduction in this year’s cotton crop, and in 
September when you said it was almost a near failure, during that 
interval you disposed of about 90 to 95 percent of your inventory; 
is that correct or not ¢ 

ir. Hotm. That is correct. 

Senator O’Conor. Mr. Rawlings, you said semething about soy- 
beans—in regard to the soybean situation. I do not think you had 
finished. Was there anything further that you had to say on that? 

Mr. Rawuines. The Senator remarked about the cotton going out 
at that time. I just wanted to point out that the deliveries of soy- 
beans in Japan had started somewhere in mid-June and had gone to 
the end of July, according to our contract, and we had received those 
soybeans—at least I feel that as the Government had the contract 
we were required to fulfill. 

Then we released the cotton, and we did, and delivered it. And 
up to the last date of the bill of lading, I believe August 28. You have 
the figures. 

Senator O’Conor. Do you feel that it was a moral obligation ? 

Mr. Rawtrnes. No, but as I understood Senator Williams he men- 
tioned the fact that cotton was all delivered here in late August. I 
just wanted to bring out with that point the fact that we had ‘already 
received delivery on the soybeans. 

There were concurrent points going on with the delivery. 

Senator Wiiuiams. Would not that have changed the picture had 
you not received the soybeans? 
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Mr. Rawttines. I do not believe it would. But I want to point out 
that it was a Government contract and it would be something to con- 
sider at the time there was no control on contracts, whether we would 
want to attempt to get out of the contract. 

Senator Wiiur1aMs. The record as I have it here, these soybeans were 
shipped in nine shipments. Five of the shipments of soybeans were 
made after the war broke out in Korea. 

In other words, you had not received the soybeans. So you kept the 
two-way contract still functioning after the war broke out in Korea. 

Mr. Rawuines. That is true. 

Senator Wititams. The shipment of cotton was 100 percent after 
the war broke out, and roughly 75 percent of the shipment of the soy- 
beans was after the war broke out. 

Senator O'Conor. Was not there any feeling on the part of any of 
the ofc ‘als in your Department that the continuation of shipments 
of such a strategic material after the outbreak of the war was wrong 
and was detrimental to the interests of our fighting forces 

Mr. Rawiin6s. I could not specifically answer what they thought. 
I could only give what I think. On that, we were receiving food needs 
for Japan, and they needed that very badly. That was quite to the 
advantage of the Army. We have already brought that out. 

The second point, I do not see why we should have backed down on 
the contract when x private firm could have exported cotton to 
Communist China, As I recall we were fighting in Korea. That may 
be a small point. 

Senator O’Conor. Did you not just hear the World Commerce 
Corp. people justify their continuation on the basis of the fact that 
the Federal Government was a party to this? Of course, using their 
argument they had a right to assume that it was highly satisfactory 
if the Federal Government w: is doing it. 

Do you think your argument is sound then which says that you are 
justified in doing it because a private shipper coul ld have done it? It 
works in a vicious circle. All the time a strategic material is being 
sent to an enemy which ever since has been using everything th: at they 
could get their hands on for the upbuilding of their milit tary and indus 
trial potential to kill and maim American soldiers in the hope of 
extending their conquest and putting the whole world under Com- 
munist domination. 

Is that not a serious situation ? 

Mr. Rawuines. I think that is quite serious, if you assume that 
the Communists were fighting in Korea. But I did not understand 
that they were fighting until much later after that. And our Govern- 
ment and the other governments had not recognized that as such. 

Senator O'Conor. Do you mean to say that the Department, up 
through August, did not realize that Communist China was assisting 
and supporting the fighting in Korea ¢ 

Mr. Rawirne@s. I could not answer that for the De partment. 

Senator WiiiiaMs. Is the fact that they were still describing that a 
A polic eac tion hi ave anything to do with ‘lulling vou into a false sense 
of security? Was it because you were not looking upon this action 
in Korea as a war officially that you felt you were justified in shipping 
the cotton / 

Mr. Hoim. Mr. Chairman, may I make a few remarks ¢ 

Senator O'Conor. Yes. 








36 EXPORT CONTROLS AND POLICIES 


Mr. Hota. I think we are looking at this thing in retrospect, from 
where we sit now and from what we know now. I will grant if we 
were all given the sight to look into the future that many of our ac- 
tions would perhaps be different. 

Senator O’Conor. If I may interrupt you right there: Would you, 
if you had it to do over again, in the ight of what transpired, have 
negotiated this deal, and would you have canceled it had the con- 
tract been consummated ? 

Mr. Hoim. If I had not known any more of the facts at the time 
than I did then? 

Senator O’Conor. No. In the light of what is known now, do you 
think it was a bad deal for the United States ¢ 

Mr. Hoim. In the light of where I sit today, in the knowledge I have 
now ¢ 

Senator O’Conor. Yes. 

Mr. Hoim. Yes. 

Senator O’Conor. You think it was unfortunate and detrimental 
to the interests of the United States? 

Mr. Houm. Yes. 

Senator Winurams. Do you think that cotton is a strategic war ma- 
terial and should be classified as such as of today ? 

Mr. Horm. Cotton is not, I would say, considered as a strategic 
war material. The waste from cotton is directly connected with the 
manufacture of explosives and such. But I do not think that we 
consider cotton—which primarily is a strategic material. 

Frankly, the export controls, my understanding when they were 
imposed, were not imposed because of cotton being a str ategic war 
material, but were imposed because of the fact that the demand in 
the world for American cotton was greater than that we could supply 
and still be in a position to fulfill our domestic requirement. 

Senator Wituiams. Do I understand from that that had we had a 
bumper crop of cotton this year that we would still be exporting cot- 
ton freely to China or elsewhere, and it would not be on the critical or 
positive list ? 

Mr. Houim. I certainly think we would not have been to China. 
I do not think we are exporting anything to China now. But until 
such time as this country was ready to acknowledge that that sort 
of situation existed between us and China, I do not believe that if 
cotton had been in ample supply in this country that there would have 
been any action taken to restrict the shipment of it. 

Senator O’Conor. Will you allow me to break in there and read 
to you a series of questions asked of Mr. Mishell George, just a week 
ago, by this committee, he being from the Department of Commerce. 
This is a question that I asked: 

Just confining our discussion to cotton for the moment, in the discussions was 
there any agency or agencies which did recommend that it be placed at that time 
on the Positive List because of its possible strategic value? 

Mr. GreorGce. As I have indicated to you, Senator, I would not care to speak 
about the position of other agencies. Insofar as the Office of International Trade 
was concerned we had so recommended. 

Senator O’Conor. That it be placed on? 

Mr. GreorGe. Yes. 

Mr. FLANAGAN. For strategic reasons? 

Mr. GrorGe. The reasons were both strategic and short supply considerations. 

Senator O’Conor. But there was, however, the recommendation on the basis of 
strategic value? 

Mr. GrorGe. Yes, 
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In the light of that would you still insist that the question of 
strategic value was not a moving consideration / 

Mr. Hoxat. I did not take part in those discussions. 

Mr. Franacan. To further amplify the record in that regard, Mr. 
George was talking about discussions and meetings which were being 
held ‘by committees of the various departments of the Government 
with the Commerce Department in July and August of 1950, at the 
very time this cotton was going to China. 

Tn other words, what he is s: aving is that during that time our Office 
of International Trade was pointing out that they thought cotton was 
strategic. And this committee is attempting to find out who did not 
think it was strategic and why it was not put on the strategic list until 
Sepembter 8. 

Mr. Hoi. I have no contact with those discussions, I am not aware 
of them. I have stated my understanding of the basis on which the 
Department of Agriculture initiated action and requested that export 
controls be placed on cotton. And if you will remember, that was not a 
popular decision at the time that was made. 

Mr. Fianacan. Mr. Holm, as you know the Department of Agri- 
culture has representatives who sit on these various committees in the 
Commerce Department and recommend to the Secretary of Commerce 

various types of articles which should be placed on the strategic list. 
You know that? 

Mr. _ alton Yes, sir. 

Mr. Firanacan. Do you know, or do any of you gentlemen know, 
whether or not in June, July, or August, or up to September 8, 1950, 
any representative of the Department of Agriculture, sitting in an 
advisory capacity to the Secretary of Commerce, recommended that 
we put cotton under export control ? 

Mr. Hoim. During what months? 

Mr. Fianacan, June, July, and August, and up to September 8 
when it was actually put on control. 

Mr. Hoim. I know very definitely, sir, that the Department of 
Agriculture—that the action taken with respect to placing cotton on 
export control was recommended specifically by the Department of 
Agriculture. What previous discussions had taken place I do not 
know. 

Mr. FiranaGan. When was that recommendation made by the De- 
partment of Agriculture to the Department of Commerce? Who made 
the recommendation, and to whom was it made? 

Mr. Horm. It went over the signature of the Secretary of 
Agriculture. 

Senator Witt1amMs. And that recommendation was made solely on 
the basis of a prospective shortage in this country, not on the basis 
of it being a strategic material? Is that correct ? 

Mr. Hoim. That is my conception of it, sir, that the world demand 
for it so far outstripped the availability that our ability to be able to 
meet our domestic requirements was being endangered. 

Mr. Franaaan. Is it or is it not a fact that on September 7 the 
Secretary of Agriculture addressed a letter to the Secretary of C om- 
merce in which he advised him that he was going to issue a crop report 
on the 11th of September which would show that there would be a 
very serious shortage of cotton, and as a result of that he asked that 
it then be placed on the strategic list before the crop report came out ? 
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Mr. Hout. I do not know, sir. 

Mr. Fianacan. And it was in fact placed on the list on September 
8, and the crop report did come out on the 11th? 

Mr. Hom. I believe that is the date, but I am not familiar with 
the letter to which you refer. 

Senator Witu1ams. Mr. Holm, you indicate that the reason the 
Secretary of Agriculture recommended crop control was to preserve 
cotton in this country. How do you reconcile that with the fact that 
on October 10, after controls were put into effect, under the recom- 
mendation of the Secretary of Agriculture, you recommended an 
allocation for export of two million bales; on November 2, 146,000 
bales; and on November 7 you recommended for allocation 1,053,000 
bales. 

And I understand from the press recently that you have another 
five hundred or six hundred thousand bales in recent days, which 
accounts for exporting out of this country of almost normal exports. 

If you were doing that, how do you reconcile that? 

Mr. Horm. When the export control order was placed on, it was 
hoped and I think it is correct as subsequent events will prove, that 
the order was placed into effect in sufficient time to permit the reten- 
tion of sufficient cotton in this country to satisfy our domestic civilian 
and military requirements, and also permit some continued export 
of cotton, but not at the unrestricted rate which was prevailing at 
that time. . 

Senator O’Conor. Gentlemen, we have arrived at a point where 
there will unquestionably be need for further questioning, and further 
development of this very important phase of it, because it naturally 
is the concern of the subcommittee that we ascertain all the facts in 
this very important connection because obviously one department of 
the Government did consider cotton strategic. 

We are intent upon determining to go to the very bottom of it. 
We will resume the hearing at 2:30. I will ask you all to return at 
that time. 

(Thereupon, at 12:55 p. m., a recess was taken until 2:30 p. m.) 


AFTERNOON SESSION 


Senator O’Conor. Will the hearing please come to order? 

Mr. Holm and the other gentlemen, will you please come forward ? 
We will resume the point where we left off with Mr. Holm and the 
other gentlemen. I was anxious to ask whether there were any other 
facts that you might submit as bearing upon the question we were 
discussing at the time of the recess. 


FURTHER TESTIMONY OF L. C. HOLM, EXECUTIVE ASSISTANT TO 
THE ADMINISTRATOR, PMA; T. R. RAWLINGS, OFFICE OF 
MATERIALS AND FACILITIES; L. B. TAYLOR, DIRECTOR OF THE 
OFFICE OF MATERIALS AND FACILITIES, PMA; AND A. B. BOOK, 
ACCOUNTANT, FISCAL BRANCH, PMA 


Mr. Hoim. Mr. Chairman, I would like to clarify a few points 
which I have been able to obtain a little additional information on 
with respect to some of the facts that were brought into the record this 
morning. 
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I believe the point was made that the Department of Commerce 
representative had testified with respect to the desire to place cotton 
on a critical and strategical material list. That, I understand, is in 
connection with an entirely different subject, really, in that it was 
a classified matter which I do not know too much about myself, but 
which involved a lot of other commodities besides cotton with respect 
to possible limitations on their export out of this country in connec- 
tion with which the Department of Agriculture’s position was not, 
as may have been inferred this morning, in opposition to having 
cotton placed on that list; but that no action was at that time, in 
July I think when that subject was discussed, or has been later taken 
in connection with that proposed proceeding. 

Senator O’Conor. Mr. Holm, I think it is now your belief that both 
Agriculture and Commerce recommended that cotton be put on the 
Positive List? Do you understand that ? 

Mr. Hom. As I understand it, the entire proceeding dealt not spe- 
cifically with cotton, but with a large number of materials. 

Senator O’Conor. Including cotton? 

Mr. Hom. Including cotton. 

Senator O’Conor. It was one of many items in connection with 
which there were favorable or positive recommendations that they 
all be put on the list, including cotton ¢ 

Mr. Hou. That is right, at the level at which the Department of 
Agriculture participated in those discussions; yes, sir. 

Senator O’Conor. Now, as of what time are you talking? When 
was that? 

Mr. Hotm. That was the month of July, I believe. 

Senator O’Conor. Can you tell us this, then: If Agriculture was 
in favor of putting it on the list, and if Commerce was in favor of 
putting it on the list, who opposed putting it on the list in July? Be- 
‘ause it was not put on at that time. 

Mr. Hot. Of that I have no knowledge. 

Senator O’Conor. Do you have any reason to believe that there was 
some opposition, because it was not done / 

Mr. a I have no basis, sir, for forming any opinion on that 
at all, because the people with ‘whom I conversed who had had access 
to this classified material, 1 was not advised to the effect that there 
had been any opposition at that interagency level. 

Senator O’Conor. I see. At what particular agency level are you 
referring to? 

Mr. Hotm. That was the Interagency Advisory Group. 

Senator O’Conor. And they represent whom / 

Mr. Rawuines. I am not too clear on that, but as I understand it, 
there are several committees at a lower level, and then they have an 
operating committee which is above that structure; and then there is 
an Advisory Committee on Export Policy. That is roughly, I would 
say, the Assistant Secretary level of the various agencies. 

If there is any question at that stage, then, as T understand it, it 
can be appealed to the National Secur ity Council. That is the process, 
and as far as I understand it, just as Mr. Holm said, there has been 
no action completed on this big broad list. 

In other words, it is still under consideration at one of those stages, 
and I do not think it has reached the Advisory Committee yet. 

Senator Wiii1ams. At what level was that conference? 
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Mr. Rawutnes. One of the lower ones. 

Senator Witz1ams. You do not know whether it ever got to the 
higher levels or not ? 

Mr. Horm. No, sir. My only point in bringing it up was I was 
under the impression that the testimony this morning left an inference 
to the effect that the ee of Agriculture may have, for rea- 
sons of its own, dragged its feet or delaye ed action with respect to con- 
trolling the export ‘of cotton. That was my only reason in bringing 
up the issue. 

Senator O’Conor. Apparently somebody has dragged his feet be- 

‘ause just from the testimony given now, there were reasons for 
suaibinne recommendations as of last July. Here it is February, and 
according to Mr. Rawlings, action has not been taken on it yet. How 
long is the war to continue and how many American boys are to be 
killed and wounded before there is any final action ¢ 

Mr. Horm. In further pursuit, if I may, of the point that the action 
has been taken with respect to limiting the export of cotton, that was 
entirely separate and apart from this other issue and was initiated 
by the Department of Agriculture on the basis of the factors and 
criteria that I mentioned this morning. 

Senator O’Conor. That is right, in connection with which, of course, 
you emphasized the short supply had a lot to do with it. 

Mr. Horm. Yes, sir. 

Senator Witu1amMs. What commodities did you discuss at this con- 
ference to which you have referred ? 

Mr. Hot. I am not a member of that council, sir, and I only in- 
quired into whether or not there had been discussions on the matter 
of cotton. 

Senator Wiiutams. You said that there were other commodities. 
You have no idea of what other commodities ? 

Mr. Horm. No. sir; I have no idea of what those other commodi- 
ties were. 

Mr. Rawtrnes. I would like for the record to say I do not mean to 
infer that someone is dragging his feet. I do not know what the 
considerations are or what their problems are in connection with 
over-all policy in considering. 

I would rather leave the impression that it is not just the question 
of passing on a list, one thing right or left, but there a number of 
policies involved, I should think, all across the board; and since I 
do not know, I do not intend to make any inference to that effect. 

Senator O’Conor. I did not attribute that to you, Mr. Rawlings, 
but I was just anxious to know what further information there was. 
Let me ask this, Mr. Holm: At the time when these negotiations 
were under way, or before the fulfillment of the contract for the 
49,000 bales, was any clearance sought or obtained from the State 
Department ? 

Mr. Hoi. Yes, sir. 

Senator O’Conor. Who, on behalf of your Department, undertook 
to acquire that? 

Mr. Hoitm. Mr. Taylor directly took part in that, and I believe he 
would be in a better position to answer that. 

Senator O’Conor. Would you be good enough, Mr. Taylor, to tell 
us what steps you took, with whom, and what results you obtained ? 
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Mr. Taytor. This was discussed for quite some time. It was in 
the papers, I think, a couple of times—various news articles about it 
being in operation. And as we were progressing to see whether it 
was possible to make a finding or go ahead with the contract, [ had a 
call from Mr. Loomis, who told me that Mr. Kroll in the State Depart- 
ment had called him regarding this to get some more facts on this 
case to see what was behind it. So he referred him to me. 

Senator O’Conor. What is his full name? 

Mr. Taynor. That is all I have. 

Senator O’Conor. What office / 

Mr. Taytor. When I called, I called him to check back after Mr. 
Loomis called—or he called me; I am not sure—and he said he was 
from the Far Eastern Division. That is as far as it went. He asked 
about the case and we gave him the facts of it. I said, Do you fellows 
think it is all right, or is there anything wrong” He said he would 
check the China desk, and he could not see anything. 

We talked about the fact that there was a business deal—these were 
private firms—and there was nothing that kept private firms from 
shipping into China. On that basis we assumed that we had some 
clearance; it had been discussed, and we also had answered lots of 
calls from various people. 

That is the one I took—was the one where he said he was in the 
Far Eastern Division and I understood he cleared it. I have under- 
stood since there were some other divisions that were not checked 
on it. 

Senator O’Conor. Is there any confirmation of it or anything in 
writing ¢ 

Mr. Taytor. No, sir. 

Senator Wittiams. Of course, you recognized that this was not 
exactly a deal with private firms because the private firm was merely 
acting as a broker for the Commodity Credit Corporation in this 
exchange. 

Mr. Taytor. This was not a broker 

Senator Wiiu1AMs. To a certain extent you were in back of the deal, 
because without your approval the deal never could have gone 
through. 

Mr. Taytor. I presume. 

Senator O’Conor. Can you give us any further information at all 
as to other than just that one reference to Mr. Kroll that you men- 
tioned it to? 

Mr. Taytor. Not on anything definite at all. 

Senator O’Conor. You never conferred with anybody at all? 

Mr. Taytor. We had various discussions about it afterward. 

Senator O’Conor. With whom ? 

Mr. Tayvor. I do not know—John Evans. 

Senator O’Conor. Where is he? 

Mr. Taytor. I believe it is the Economic Division; I am not sure. 

Senator O’Conor. What was the effect of that conversation ? 

Mr. Tayvor. Just the fact that his outfit, or whoever it was, should 
have been contacted on it—we did not know the State Department 
that. well—and that he was one who should have been in on it. 

Senator O’Conor. I would like to ask you the same question Mr. 
Flanagan asked the other gentlemen, and that is whether, after the 














42 EXPORT CONTROLS AND POLICIES 


outbreak of hostilities and the invasion by the North Koreans, mem- 
bers of your Department did not express any apprehension or any 
anxiety or worry about that? 

Mr. Taytor. When I made the contract, I felt that contracts en- 
tered into by Commodity Credit and this World Commerce were 
binding on both us and World Commerce, and the export of cotton 
by World Commerce under this contract was no different than other 
people exporting under purchases. 

So, to attack this contract, it would require the export control as 
the item that would stop this contract. 

Senator O’Conor. Did it not occur to you that to supply what very 
definitely may be strategic materials to a country now the enemy 
would be particularly helpful to them and injurious to the welfare 
of the United States? 

Mr. Taytor. We have felt all the time that all these materials, a 
lot of the materials, that are going to these Communist-dominated 
countries should not go. 

Senator O’Conor. Did you think that as of last fall and late sum- 
mer, when they were going ? 

Mr. Taytor. Yes. I mean, on the basis that we did not pick out just 
the Commodity Credit holdings that should not go, but other things 
should not go, too. 

Senator O’Conor. You know that other things went ? 

Mr. Taywor. Yes. 

Senator O’Conor. In substantial quantities? 

Mr. Tayvor. Yes. 

Senator O’Conor. Do you think that was wrong? 

Mr. Taytor. Yes. 

Senator O’Conor. Do you think it was helpful to our enemies to 
have had those materials go in those quantities ! 

Mr. Tayior. Iam sure a lot of them were. 

Senator O’Conor. Since the outbreak of the Korean war? 

Mr. Taytor. This is my opinion, now. 

Senator O’Conor. That is what we are striving for. You are very 
straightforward in presenting your opinion. In other words, since 
the outbreak of the Kor ‘ean war you think there have been shipments 
of supplies that ought not to have been made, and which were detri- 
mental to the interests of the United States ? 

Mr. Tartor. Not only to them, but to a lot of other countries. 

Senator O’Conor. Communist-dominated areas ¢ 

Mr. Tayxor. That is right. 

Senator Witi14Ms. Might I ask a question in line with that: Do you 
have reference to any other supplies which have been sold by Com- 
modity Credit Corporation that have gone to Communist-dominated 
countries ? 

Mr. Taytor. Not that I know of. 

Senator Wiu14Ms. Do you follow through on your r export sales 
program to determine that they do not go to Communist countries, 
or do you not care where they go? In your monthly announcements 
of a long list of surplus commodities which are classified as surplus, as 
I understand, one of the specifications is that they must be exported 
only. 

Can they be exported to Russia, China, anywhere? Or do you have 
a restriction on that? 
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Mr. Tayvor, I think Mr. Holm knows that better than I. 

Senator WituiAMs. I think according to the list, there were $100,000,- 
000 worth of surplus commodities since the war. What restrictions 
do you put on those buyers ? 

Mr. Hotm. The main restriction we placed on those is to the effect 
that to those countries where appropriated funds are being utilized 
for foreign relief programs, those commodities cannot be made avail- 
able at reduced prices. 

Senator Wuiams. That is a CCC restriction ? 

Mr. Horm. That is right. Insofar as restrictions to other countries 
are concerned, our sales are conducted strictly in accordance with and 
within the confines of the foreign policy of this Government, as it is 
evidenced by such restrictions as are in effect. 

We do not believe in this case or in any other case that it is the 
responsibility of the Commodity Credit Corporation to take upon 
itself the responsibility for, separate and apart from the rest of the 
Government, establishing foreign-trade policies. Therefore where we 
sell to private individuals for export we have no control over the 
countries to where that product is going, nor do we have the mecha- 
nism or the wherewithal to follow up where those commodities are 
going. 

If it has been sold at a concession price for export, below the 
domestic price, we require a proof of export in the form of an on-board 
bill of lading. We fully appreciate, and I think you gentlemen do, 
too, that it would take a tremendous force, if we had that responsi- 
bility, to attempt to follow those shipments through to their eventual 
destination, because there is every possibility, even though the original 
destination might show one country, of transshipment of those 
commodities. 

Senator WittiamMs. You have no method of following through, or 
there is no effort made to follow through apparently, to see that all 
of these surplus commodities you have been selling might not have 
gone to China, Russia, or some other Communist-dominated countries 4 

Mr. Hotm. That is the foreign policy, and the export controls of 
this country demand such. No, sir; there has been no independent 
action on the part of the Commodity Credit Corporation. 

Senator Wituiams. This list of ‘surplus commodities, as I under- 
stand it, is not under control even at this time; is that correct ? 

Mr. Hoi. That is correct, except cotton. 

Senator Winttiams. Cotton is not a surplus commodity, and I do 
not think it has been since the war. That is, it has not been on the list 
of surplus commodities since the outbreak of the war. Is that correct? 

Mr. Hotm. That depends, Senator, on what implication you want 
to place on surplus. Under section 112 (e) of the Foreign Assistance 
Act, no, it is not. 

Senator WituiaMs. I am speaking of your own classification of 
surplus commodities, and cotton is not one of the surplus commodities 
under your own classification, as I understand it. 

Mr. Houm. That is the primary classification I have reference to in 
connection with section 112 (e). It has never been so declared: no. 

Senator Witiiams. And items such as wheat, corn, sorghum, and 
so forth, which were listed on your surplus sales list as of Jan- 
uary 1—for instance, you had 100,000,000 bushels of wheat listed as 
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late as January 1, 1951, as surplus. That means ioe you were allo- trac 
cating 100,000,000 bushels of a vat that could, as far as you are con- a li 
cerned, have been sold to China under the existing law; is that correct? tha 
Mr. Hoitm. That is correct. sho 
Senator Wiiu1ams. To Red China, if they wanted to buy it? - 
Mr. Hotm. That is correct. Ing 
Senator.Wiiiiams. And as far as the Department of Agriculture adv 
is concerned—— N 
Mr. Hotm. As of what date, sir? sub 
Senator Wiii1aMs. January 1, 1951. tra 
Mr. Rawuines. I do not remember the exact date, but I think there : 
is a restriction on exports to China, on all shipments; and there have not 
certainly been none since then. bec: 
Senator Witu1ams. Well, go back to December 1, then; the list that say 
I put in the record in December. incl 
Senator O’Conor. I think it is on December 8 that order was dated. pri 
Mr. Ho_m. My point is this, Senator, if you will pardon me—I am sell 
not too fully familiar with what restrictions there are on exports. My I 
sole point is this: That any sales that we make are subject to the gen- \ 
eral export controls imposed by the authorities that have the respon- sale 
sibility for them. And the Commodity Credit Corporation does not nu 
take it upon itself to impose additional export controls outside of that rev 
general framework. mo 
Senator Witu1ams. Of course, the point I am trying to make, you ma 
recognize we are getting that same excuse from the manufacturers of nee 
steel, rubber, and all the other strategic items, and that is that it is not Sot 
their responsibility, but the responsibility of the Government to put - 
these restrictions on. And here we have a Government agency using unt 
the same excuse. rh 
What we are trying to determine is who has failed in exercising sal 
their proper responsibility in putting these controls on. Who is re- the 
sponsible for stopping this? Because it is rather alarming to me that an 
in the midst of a war we find a Government agency, as recently as pot 
December 1, listing a long list of agricultural commodities, inc luding thi 
wheat and corn and other commodities, which you and I know are 3 
strategic commodities in the event of a war. of 
We know that we could have a crop failure, which would cause ee 
those commodities to be most essential here; and at the same time you Ing 
are listing those and offering them to our enemies if they want to tan 
buy them, as I understand it. I am surprised that that condition for 
existed. De 
Mr. Hoim. There is no greater opportunity offered, Senator, by ‘o 
virtue of those comomdities being on that list, in view of the fact zp 
that there is no concession of price made on them; and they are offered tha 
by CCC at the market price only for the convenience of exporters, of 
commercial exporters, who, if they saw fit, would have every oppor- cul 
tunity to go into the commercial market and buy the same ‘neta t - 
and export. it. Sti 
Senator Witi1aMs. That is true, but I think it gives open encourage- = 
ment to the exporters to do that, when they see a Government agency . 
doing likewise. I think the Government itself has a certain responsi- - 
bility to set a pattern. bre 
The officials from Commerce this morning indicated that after ha 


the war broke out in Korea, notwithstanding the fact that this con- 
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tract had been negotiated, their conscience did get to bothering them 
a little bit and our boys were getting killed over there, to the extent 
that they called the State Department about whether or not they 
should continue. 

Did the conscience of the Department of Agriculture get to bother- 
ing you so that you took it up with the State Departme nt about the 
advisability of canceling this contract ? 

Mr. Horm. Not to my knowledge, because it seems to me that the 
subject would have been much broader. The cancellation of this con- 
tract would have been letting the tail wag the dog. 

Senator WinuiAMs. Did your conscience get to botheri ing you about 
not only cotton, but all these commodities which you are selling— 
because your sale of commodities for export under this list, which you 
say was available to Russia, China, or anyone who wanted them, has 
increased substantially by several hundred percent what they were 
prior to the outbreak of war? And you know that was what you were 
selling; you knew they were buying and emptying our cupboard. 

Did that give you any concern? 

Mr. Hota. Those quantities that have been placed on that list for 
sale have been under constant surveillance, and there have been a 
number of commodities removed from the export list, and that list is 
reviewed monthly, with the point in mind to the extent that Com- 
modity Credit Corporation’s inventories are necessary or desirable for 
maintaining in this country a level of supply required for our domestic 
needs, restrictions, or some of those commodities have been taken off 
so that the amount that has been available has been limited. 

Senator WittiaMs. But in looking over the record that you operate 
under, your sales in the first 6 months of this past year were $11,366,000. 
They increased 900 percent after the war broke out. With your 
sales increasing 900 percent over the prewar level, and knowing that 
the war was going on, were you not concerned with the fact that you 
were offering these commodities, this long list of commodities, to a 
potential enemy of America’ Asa Government agency, do you not 
think you should have been concerned 

Mr. Hom. I do not believe, Senator, that whether the Department 
of Agriculture or the Commodity Credit ee ation had taken a 
position separate and apart from the rest of the Government and limit- 
ing the sales of commodities that were on that list—which I still main- 
tain are not in excess of what would be detrimental or what is needed 
for our domestic requirements—that any attempt on the part of the 
Department of Agriculture to limit the sales of those commodities 
to specific countries would have been but a step entirely out of our 
purview; and furthermore, an empty gesture by virtue of the fact 
that we have no means whereby we can ¢ ontrol the eventual destination 
of this commodity, and no means within the Department of Agri- 
culture, nor would that action preclude in any way any country from 
coming in here and taking out of the available supply in the United 
States through the normal commercial channels the same amount of 
commodities. 

Senator WitttaMs. You think such controls should have been placed 
on that by such agency of the Government that is responsible on a 
broad, over-all coverage; that is, do you think that controls should 
have been placed on any of these commodities—cotton and others— 











46 EXPORT CONTROLS AND POLICIES 


whereby they could not be sold to Russia or China by the Department 
of Commerce and Department of State, or whoever may be responsible ? 

Mr. Hoim. At what time? 

Senator Witiiams. After the war broke out in Korea, or at any 
time. 

Mr. Horm. I think the action with respect to cotton which was 
initiated by the Department of Agriculture and which was prompted 
by the over-all supply position, was taken at as early a time as the 

domestic interests in this country would support it. 

Senator Witt1aMs. Do you mean at as early a time as they would 
supporteit or at as early a time as they should supoprt it? 

Mr. Horm. We in the Department of Agriculture do not hold with 
the contention that cotton is a strategic and critical material insofar 
as you usually construe that term to mean as something directly con- 
nected with the w aging of war, 

Senator Wiitiams. Not even in time of war? You would not con- 
sider cotton a ‘strategic material for us to be shipping to a country 
with which we are fighting a war? 

Mr. Hox. I think, Senator, that we will have to go back and look 
over the situation, that this country as a whole was very slow with 
respect to coming to the conclusion, and I do not know that we have 
today, especially that we are at war with Red China. 

Senator O’Conor. After 50,000 men have either been killed or 
wounded? That isa pretty big skirmish, is it not ? 

Senator WituiaMs. It is a little embarrassing for us fellows to be 
asking for a draft of 18-year-old boys to go fight in what the Govern- 
ment itself does not recognize as a war. 

Senator O’Conor. That is pretty poor solace to the parents and 
relatives of the boys that have been killed in such numbers, to have it 
said that there is doubt as to whether we are in a war. 

If there could be anything worse than is happening now, it is pretty 
hard to understand. It is certainly a full-scale operation, judging 
by the tremendous demands being made upon families in Americ 
and with the resulting casualties. One has only to go a few mile 
out here to Walter Reed to see the result of it. 

Mr. Hoim. I am not arguing, gentlemen, the ethics of this, that, 
and the other, of the case. I still stand on my statement that this 
Government as a whole has been very reluctant to say that we are ina 
state of war with China. Whether that policy or whether that strategy 
paid off or not, that is another story. I agree with you it did not. 

Mr. Fuanacan. I want to clarify my own mind and for the record. 
Exactly what clearance did Agriculture or the Commodity Credit 
Corporation have from the State Department concerning this specific 
cotton transaction ¢ 

As I recollect your testimony, Mr. Taylor, you had a telephone con- 
versation with Mr. Kroll in the Far Eastern Division of the State 
Department. At that time did you tell him that the CCC was going 
to send 49,000 bales of cotton to Red China? 

Mr. Taytor. I told him that we were going to make a barter and 
the proposed barter was part of this to a commercial concern, whose 
destination was China. 

Mr. Fuanacan. Did he say the State Department approved it, or 
disapproved it, or did he make any statement ¢ 





M 
cont 
and 

It 
knov 
on tl 
we h 

M 
got t 

M: 

M: 
from 
the § 

M 

M: 

M 

M: 

M 
abou 

Mi 

M 

M 
reco] 
calle 

M 

M 

M: 
sion 

M 

M. 
up tl 

M: 
entel 
first 

Mi 

Mi 

M 

Mi 
to th 

M) 

Mi 

Mi 
shou 

Mi 
Divi: 

Mi 

M: 
our | 
was 
now 
an a 

Or 
same 
sour 


: 








EXPORT CONTROLS AND POLICIES 47 


Mr. Tayuor. They could see no objections, because they had no 
controls on the moving of cotton, and that he checked the China desk 
and they could see nothing wrong with it. 

I think on this thing of clearance, I did not assume, and I do not 
know whether we assume or not, that we have to get formal clearance 
on those as long as we fit into the export control laws and regulations 
we had, which this does. 

Mr. Fianacan. In any event, that was the only clearance that you 
got that you know of ? 

Mr. Tayior. That is all I know of. 

Mr. FianaGan. You further testified that later on you gotea call 
from, or you called, Mr. Evans in the Economie Affairs Division of 
the State Department. 

Mr. Taytor. Yes; I talked to him. 

Mr. Fuanacan. Did he call you or did you call him ? 

Mr. Taywor. I am not sure. 

Mr. FuanaGan. When did you have this conversation with Evans? 

Mr. Taytor. Oh, I suppose a week after the contract was signed ; 
about the time some of the articles appeared. 

Mr. Fuanagan. In the papers? 

Mr. Taytor. Yes, whenever that was. 

Mr. Fuanagan. You started to say—you never completed it for the 
record—that Evans was complaining because he said you should have 
called him in the first place. 

Mr. Tayvor. It should have been checked with a different division. 

Mr. Franacan. What exactly did he say ¢ 

Mr. Tayuor. It should have been checked through a different divi- 
sion than where it was. 

Mr. Fuanacan. Where should it have been checked ? 

Mr. Tayvor. I assume that it would be checked there because he set 
up the liaison after that where we would contact him. 

Mr. Fianacan. In other words, he told you, after you had already 
entered the contract, that you should have checked with him in the 
first place ? 

Mr. Tayior. Not him, but somebody. 

Mr. Fuanacan,. Somebody in his Division of Economic Affairs? 

Mr. Tayzor. | am not sure exactly what it is, but that was it. 

Mr. Fuanacan. Did he indicate that his division had any objection 
to the deal ¢ 

Mr. Tayvor. Not that I know of. 

Mr. Fuanacan. He did not say one way or another ? 

Mr. Tayxor. He did not make it strong or say anything that we 
should cancel the contract, or anything. 

Mr. FLanacan. So you do not know whether or not the Economic 
Division would have approved it or not had you called them? 

Mr. Tayor. No. 

Mr. Rawuines. I would like to say a point on that. We have for 
our barter transactions, most of which have been since this contract 
was entered into, as Mr. Taylor just stated, an established channel 
now with Evans, or Evans’ staff of the Economic Resources Staff, and 
an assistant in the Administrator’s office. 

On any of these subsequent barter deals for strategic materials. the 
same type of clearance is obtained verbally, and the Economic Re- 
sources Staff or Evans’ group goes to the political desk or the area 
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desk. So if that had gone through Evans, he would have had to go 


back to the Far East 





ern Division and the C hina desk to find out. is 


would just like to put that in because that is the way things are 


oper ating now. 


Mr. Fianacan. In addition, in our preliminary investigation here, 
we were given to understand that this whole matter was cleared with 
the Department of Defense. With whom was the clearance made in 
the Department of Defense, and who made the clearance for the CCC ¢ 

Mr. Rawutnes. We have a signed letter of agreement on that. 


Mr. Fianacan. H: 


ave you got a copy of that letter? 


Mr. Rawurnes. No; I do not. 
Mr. Houm. If I may inject there, the Department of Defense, as 


Mr. Loomis testified 


this morning, was in full knowledge of the fact 


that we were a party to the deal, which it seems to me would con- 
stitute in itself clearance. 
Now, on this matter of clearance, I would like to bring this up as 


a broad general policy 
partment and in our 
when it was not, nev 


vy. We have, in our contacts with the State De- 
feelings for when a clearance was needed and 
er felt ‘that when a deal was involved which re- 


sulted in the agricultural commodity being made available at about 


the same level as to w 


hich it could be proc ured and moved in a normal 


commercial trade, and there were no other export controls in evidence 


or in operation on th: 


at commodity, that the clearance is such an essen- 


tial matter, because we are not contributing and are not adding to or 


aiding and abetting 


general over-all polic 


Now, however, we 


anything that cannot be carried on under our 
les anyway. 
have on some commodities made them available 


for export at a lower price than the price at which they are available 
in the domestic market. In those cases we feel that it devolves a whole 
lot more necessity for clearance than one which is in line with the 


commercial 





Mr. Fuanacan. W 


e understand that, Mr. Holm. That was one of 


the points brought out in the preliminary inquiries in this case. One 


of the other points br 


ought out was the fact that the CCC got into this 


deal after they had clearance with the Department of Defense and the 
Department of State. 


What we have bee 
sist of? Now we fin 
the far-eastern desk. 
clearance you had. 


1 trying to find out is, what did the clearance con- 
1 out it is an informal telephone call to a man on 
That is all we were trying to develop, as to what 


It was not our idea. It was the idea of the Commodity Credit 
Corporation itself, “Well, we had clearance,” and we wanted to know 


what kind. 
Senator O’Conor. 
very much. 


Gentlemen, we are obliged to you. Thank you 


Will Mr. Thomas and Mr. Hale be good enough to come forward? 
Do you solemnly swear that the testimony you give before this sub- 
committee will be the truth, the whole truth. and nothing but the truth, 


so help 3 you ate 


Mr. Tuomas. I do. 


Mr. Hate. I do. 
Senator O’Conor. 
please ? 


Will you be kind enough to give your full names, 
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TESTIMONY OF WALLACE S. THOMAS, DEPUTY ASSISTANT DIREC- 
TOR FOR EXPORT SUPPLY, OFFICE OF INTERNATIONAL TRADE; 


AND MATTHEW HALE, ACTING SOLICITOR OF THE DEPARTMENT 
OF COMMERCE 


Mr. Tuomas. Wallace S. Thomas. 

Mr. Harr. Matthew Hale. 

Senator O’Conor. Mr. Thomas, your position ? 

Mr. fuomas. Lam Deputy Assistant Director for Export Supply of 
the Office of International Trade, Department of Commerce. 

Senator O’Conor. Mr. Hale? 

Mr. Hare. Acting Solicitor, Department of Commerce. 

Senator O’Conor. Gentlemen, we will just ask questions and you 
can answer them interchangeably. We are interested in having the 
benefit of your knowledge concerning the placement under export 
control, as well as on other features of this general matter, of cotton 
and of anything done with respect to the particular matters that have 
been discussed here today. 

First of all, it is a fact that cotton had been under export control up 
until the middle of 1949, I think. Is that not so? 

Mr. Tuomas. That is about the time, as I recall it. 

Senator O’Conor. I think, to be exact, it was in June of 1949 that 
they were taken off, is it not? 

Mr. Tuomas. I do not recall the exact date. 

Senator O’Conor. But about the middle. That is close enough. 
And it continued to remain off the list until about September 8, 1950. 
Is that correct ? 

Mr. Tuomas. That is right. 

Senator O’Conor. Can you advise us what steps led up to the plac 
ing of them on the Positive List on September last / 

Mr. Tuomas. As I recall the circumstances, the Secretary of Agri 
culture advised the Secretary of Commerce that cotton was in suflici- 
ently short supply so that its exportation should be controlled by 
licenses. 

Senator O’Conor. Can you give us the approximate date on that? 

Mr. Tuomas. I think it was a short time before September 8; I am 
not sure how long. 

Senator O’Conor. Mr. Thomas, may I ask whether that condition— 
and I suppose you did keep familiar with it—were you personally in 
touch with that general situation ? 

Mr. Thomas. You mean the general situation with reference to the 
supply of cotton ¢ 

Senator O'Conor. That is right. 

Mr. Thomas. Well, it was impossible to keep in very close touch 
witha commodity like cotton, Senator, because we had so few people 
and so much work that we were unable to follow as closely as we would 
have liked to the demand supply situation on those commodities which 
were not then under export control. 

Senator O'Conor. My point is whether or not you were advised 
whether you were aware of the fact that the supply was diminishing 
and it was becoming in short supply / 

Mr. Tromas. Well, the Secretary of Commerce 


Was advised by 
the Secretary of Agriculture to that effect. 
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Senator O’Conor. As of — 

Mr. Tuomas. A short time before September 8, but I am not sure 
how long. 

Senator O’Conor. Do you know how far before September 8? 

Mr. Tuomas. No; I do not. 

Senator O’Conor. Do. you know of any prior notifications that 
were made as to the fact that is was progressing toward that point? 

Mr. Tuomas. As far as I can recall, there were no prior notifications 
by the Department of Agriculture prior to this time, just immediately 
preceeding Sept ember 8 

Senator O’Conor. Had there been no discussions about it with 
which a review would have been made of the current situation? 

Mr. Tuomas. There was a review started on cotton, as well as a 
number of other commodities, about July 25 or 30—I am not sure of 
the exact time, about that time—when the Office of Industry and 
Commerce, which was the agency of the Department of Commerce at 
that time, responsible for export control, which office had drawn up 
a list of commodities which, as a result of the beginning of the Korean 
war, might have become sufficiently strategic or r might have gotten in 
suffic iently short supply so that the control of those commodities should 
be considered. Cotton was on that list. 

Senator O’Conor. Was there any particular recommendation made 
with respect to cotton ? 

Mr. Tuomas. Not an individual recommendation; no. 

Senator O’Conor. What then developed subsequently and before 
September 8? 

Mr. Tuomas. Well, that list was considered in the interdepartmen- 
tal committees to which the representatives of the Department of 
Agriculture have referred. But the consideration which was there 
had covering that entire list did not result in a sufficient conviction 
that cotton was sufficiently strategic; so the Secretary of Commerce 
had not by September 8 decided that cotton should be controlled for 
strategic reasons. 

Senator O’Conor. Are you familiar with the fact that Agriculture 
had indicated, as was mentioned here this afternoon again, “that they 
recommended quite early that cotton should be put on the list ? 

Mr. Tuomas. I am not aware of the discussion that took place be- 
ginning July 25 or 30, nor am I aware of the positions taken by the 
various agencies who participated in this discussion. 

Senator O’Conor. I presume, Mr. Thomas, that all those questions 
are matters of record? 

Mr. Tuomas. That is right. 

Senator O’Conor. Because minutes were kept, I assume, of the vari- 
ous meetings ? 

Mr. Tuomas. That is right. 

Senator O’Conor. And were those meetings very frequent ? 

Mr. Tuomas. Yes; I am sure that they took place as often as twice 
a week; perhaps oftener. 

Senator O’Conor. And were minutes kept of all of them accurately 
und fully? 

Mr. Tuomas. That is right. 

Senator O’Conor. Mr. Hale, are you able to shed any light upon 
that, sir? 
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Mr. Hate. I think it would be appropriate to say, in discussing the 
strategic nature of an article like cotton, that it is not a matter of black 
and white. Everything that an industrial nation uses in one sense is 
a strategic item—water is a strategic item. You cannot run an atom- 
bomb plan without water. And yet if somebody wanted to export some 
bottled water to an enemy country, you would not consider it was 
especially strategic. 

Cotton is in an intermediate position. It is short of the munitions of 
war by a great deal. It is less strategic than steel; it is less strategic 
than tin. 

On the other hand, it is a great deal more strategic than sand and 
gravel and a number of other items. 

Senator Witu1AMs. More strategic than soybeans / 

Mr. Hare. I am not to familiar with the soybean situation, sir. I 
think it probably would be less in the sense that you can dispense with 
clothing more readily than you can with food. 

Senator O’Conor. Even though armies require it for uniforms and 
to equip their 

Mr. Hare. True. I think an army can get along on an old uniform 
better than it can on last week’s food, which it has already eaten. 

Senator O’Conor. That may very well be, but they may have enough 
food for an army and not enough clothing. 

Mr. Hate. As you indicate, there is no black and white on that. In 
some particular cases, food may be important. In the next case where 
there is plenty of food available but no clothing, clothing may be 
important. But it requires a careful study of the particular nation 
you are talking about and what is available to it from other sources 
before you can make a clear determination. 

Senator O’Conor. Would you consider that cotton was strategic to 
C hina? 

Mr. Hare. At the present moment everything is strategic to China. 

Senator O’Conor. Would you not say it was last summer? 

Mr. Hate. I would say it is getting up to the point where is was 
sufficiently close to be necessary to consider it as it was considered. 

Senator O’Conor. Certainly the extraordinary efforts to secure siz- 
able quantities, as indicated here by previous witnesses and as known to 
us, indicated that they were finding it very desirable to have and to 
use. Is that not correct? 

Mr. Hate. I am not sure of the extraordinary nature of the size of 
the demands. We checked up during the lunch hour. 

Senator O’Conor. What have you with regard to the size? 

Mr. Hate. We are informed that in 1948 the total shipped from 
the United States to China was 372,000 bales. That would include a 
period before the Communists had taken over all of China. In 1949 
the total was 192,000 bales, some 80,000 bales short. In the first half 
of 1950 the total was 110,000 bales, at the rate of 220,000 a year, which 
is slightly over the 1949 figure, and well under the 1948 figure. 

In the third quarter of 1950 the total was 47,000 bales, and in the 
fourth quarter it was zero. 

Senator O’Conor. The 47,000 bales were in addition to the 110,000? 

Mr. Hare. Yes; 47,000 is at the rate of 188 a year, and in the fourth 
quarter none were shipped. 

Senator O’Conor. So that in the first three quarters of 1950, the 
first 9 months, there were 157,000 bales shipped ? 
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Mr. Hate. Yes; that is, from the United States. I do not have the 
figures on how much was shipped from Egypt or Pakistan or other 
places. as 

Senator O’Conor. That is a pretty sizable quantity, though, is it 
not, Mr. Hale? 

Mr. Haue. Yes; it isa sizable quantity all right, sir. It is less than 
was shipped in all of 1949. It is a great deal less than was shipped in 
all of 1948. 

Senator O’Conor. Would you continue / 

Mr. Hate. I[ think it is appropriate to point out that well before 
the Korean affair in June, the Department of Commerce had been 
exercising very strict controls over materials which were then on the 
Positive List, the shipments of those to China for a long time before 
that. 

Immediately after June 24, the Commerce Department imposed a 
complete embargo on shipments to Northern Korea. It did not cover 
China, but a complete embargo on shipments to Northern Korea. 

As you have indicated, in the early part of December we imposed 
a similar embargo on shipments from the United States or through 
the United States.to China; and on December 8 we put out T-1 and 
on December 16, T-2, which applied to American ships carrying cargo 
to China. 

Senator O’Conor. This is just a bit of a slight modification, not too 
much of a correction, but the placement on the Positive List of cotton 
was on or-about September 8, I think it was, was it not ‘ 

Mr. Hare. Yes, sir. 

Senator O’Conor. So that the 157,000 bales that went really repre- 
sented just a few days over 8 months? 

Mr. Hate. Yes, sir. 

Senator Witu1ams. Do T understand correctly that the placement 
of cotton on the positive list in September was largely the result of 
the determination that it was short and that the Government had a 
low inventory of cotton ? 

Mr. Hare. Because of the short-supply situation domestically, it 
was done at the request of the Secretary of Agriculture. 

Senator Witi1ams. And export controls had been removed prior 
to that time, in June 1949? 

Mr. Hare. In the summer of 1949. Iam not sure of the precise date. 

Senator Witu1aMs. I notice that in June 1949, at which time they 
were removed, inventories of the Commodity Credit Corporation on 
cotton were at an all-time low. I just wondered how much of a factor 
inventories had on the removal or restoration of cotton ? 

Mr. Tuomas. I think, Senator, perhaps the stocks were low, but 
the supply situation was not considered to be sufficiently unfavorable, 
so that control for short-supply reasons was desirable. 

Senator Wintiams. How do you think that they determined the 
supply situation would be favorable as of June 30, when the inventory 
was at an all-time low? Do you think that was as a result of their 
following the progress of the crop that year? 

Mr. Hare. I would assume so, sir; yes. In other words, I take it 
there is no advantage to Commodity Credit having a large stock from 
that point of view, if the Nation as a whole appears to have an ample 
supply. 
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Senator Wititams. And if the crop for the ensuing year is looking 
good at that time, they would be in a position to know. Is that not 
correct ? 

Mr. Hate. Yes; and that would be the type of thing that Agricul- 
ture would be responsible for. 

Senator Witu1ams. And that is their responsibility, to know as of 
that time the condition of the crop. Is that not correct ? 

Mr. Hate. Yes 

Senator Witiiams. Along that same line, is it not also true that as 
of July 1 of that year they were in a position, and should have known, 
the condition of this crop and should have foreseen this extremely 
short crop of 1950? If in 1949, with no inventories on hand, they 
could foresee a bumper crop and recommend removal of export con- 
trols, in 1950 is it not only reasonable if they were on the job they 
should have foreseen an extremely short crop in the midst of a war, 
and should have examined it a little closer / 

Mr. Hate. I am not sure I know how far ahead Agriculture can 
foresee extremely short crops. As I understand it, they had difficulties 
this year with boll weevils and ae of that nature. 

Senator Wimu1ams. On July 1, 1950, they should have been able 
to see just as far in the future as aes did on July 1, 1949, in either 
case. Is that not true? But this 1950 crop was largely the result of 
short acreage. 

Mr. Haze. I cert: ainly am not sufficiently familiar with the cotton 
situation to be able to say how far ahead they should be able to tell or 
how far they could not. 

Senator WiniiaMs. We have the ridiculous amount of 459,000 bales 
on hand in 1949, as of July 1, at which time, when their recommenda- 
tion apparently was that we had a bumper crop coming, which ma- 
terialized later, you removed export controls. 

Here is the same agency on July 1, 1950, with a war going on, that 
did not foresee these controls and liquidated their entire inventories 
during the next 60-day period and got caught September 8. 

Mr. Hatz. I am not familiar, sir, with the arguments that went on 
in Commodity Credit Corporation on that liquidation, but I do re- 
member last summer, between June 24 and July and August, a very 
great degree of infl ation. My recollection was that there was consid- 
erable pressure on Commodity Credit Corporation to make use of 
some of its available surplus, at least to mitigate somewhat the infla- 
tionary effect. of shortages. 

Senator Wittiams. I agree with you on that, and, taking to a cer- 
tain extent that same line of proof, they completely nullified any ef- 
fect that their sales would have on inflation when, later, they recom- 
mended export licenses for exactly the amount of cotton which they 
had sold. 

Had they disposed of this cotton and put it in the hands of the do- 
mestic market, it would have made no diiference whether private busi- 
ness had it or Commodity Credit had it; the cotton would have been 
here. 

If there was a shortage and they were recognizing it at that time, 
they contradicted themselves again when they gave export allocation 
for 3.500.000 bales. 

Mr. Hate. I am not familiar with the basis for those export alloca- 
tions. As I understand it, they came from the Agriculture Depart- 
ment and we could not speak about those. 
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Senator WittiaMs. If cotton was in a surplus supply at this time, 
would you recommend export controls on cotton to China? 

Mr. Hare. Yes. T-1 and T-2 and complete export control over all 
shipments to China. 

Senator WixuiaMs. Regardless of how much we have in the inven- 
tory, you would recommend complete controls over exports to China? 

Mr. Hate. More than controls; complete stoppages of shipments. 
But that is not limited to cotton. That applies to every single com- 
modity in existence. ; 

Senator WiiuiaMs. That is on the basis that those commodities 
could be classified as strategic materials or contributed to the war? 

Mr. Hate. At the present time, anything which will assist them in 
any way, shape, or form, anything which they are willing to buy must 
be of some help to them, and therefore we will not give it to them. 

Senator Wizi1aMs. But that rule had not been applied in July and 
August of this year since the outbreak of the Korean war. Is that 
correct. 

Mr. Hate. As I understand it, no Chinese soldiers appeared in Ko- 
rea up to that point, and it was an anomalous situation. The decision 
at that point was to embargo goods to Northern Korea and to prohibit 
any definitely strategic materials going to China; but not to prohibit 
the nonstrategic or less strategic materials going in part, of course, 
because at the same time we were getting some strategic materials back 
from them. 

Mr. Fianacan. On that very point, Mr. Hale, we have heard that 
discussed many times. We were getting strategic materials from them. 
Is it not a fact that when you are sending cotton or any other com- 
modity into a free market without controls, you do not know what 
you are getting back ¢ 

Mr. Hate. Well, you can tell what imports are being made from 
China to this country. 

Mr. Fuanacan. After the fact. Right? 

Mr. Hate. You can see them when they land. 

Mr. Fianacan. In other words, you cannot go out on the street 
and street barter unless you have them under control. Is that not 
correct ? 

Mr. Hatz. I think that would be true. On the other hand, you 
can see the materials coming in, so you know they are coming. 

Mr. Fuanacan, They might send materials in even if you did not 
send the cotton out. 

Mr. Hate. That is true. It is possible. 

Senator O’Conor. Mr. Hale, I would like just to have the benefit 
of your view on this. I gather from the statement you just made a 
minute ago that you did feel—you and other associates—as of Decem- 
ber 8, which was the date of the complete embargo, that it was nec- 
essary to clamp the lid down across the board and pat every- 
thing from going on the basis, as you have just described, that those 
things might contribute to their military or industrial potential. 

Is that a correct statement ? 

Mr. Hatz. That is right; yes. 

Senator O’Conor. However, you distinguish that situation as of 
December 8 from the situation in the latter part of June and early 
July, when you say that no Chinese soldiers had then appeared in 
Korea to assist the Armed Forces there. Is that correct ¢ 
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Mr. Hate. That is my understanding; yes. 

Senator O’Conor. Would you tell us how far that situation went 
or when it was that you thought the change came or whether you had 
mentioned it through June and July? Did that same situation, you 
think, continue through August and September, in which you felt 
it was not sufficiently grave or that conditions had not progressed to 
the point where China should be cut off entirely ¢ 

Mr. Hate. I suppose I can only let the timing speak for itself. 
As I understand it, that was the situation in July. In November, as 
I understand it, the Chinese first appeared in force in Korea. Early 
in December the export control and transportation orders were put 
out in more or less severity. 

Senator O’Conor. Then would it be fair to state that you did feel 
from June up until November, when, according to press reports which 
you rely on that, the Chinese troops in large numbers appeared, that 
it would have been safe to transport strategic materials to China ? 

Mr. Hate. “Safe” is a difficult word, sir. 

Senator O’Conor. Prudent. 

Mr. Hate. I think well before June 24, long before that, we had 
ceased sending what were clearly strategic materials—aviation gaso- 
line, materials like that—long before that—just the way we do not 
ship those to a great many other countries nowadays. Come June 24, 
nothing at all went to Northern Korea. 

Senator O’Conor. But they did continue to go to China? 

Mr. Hate. The less strategic things. 

Senator O’Conor. But some strategic things? 

Mr. Tuomas. I just wanted to make the point that all outstand- 
ing export licenses to China were revoked in July. Those were issued 
subsequently. 

Mr. Hate. Those would be export licenses for Positive List com- 
modities ¢ 

Mr. Tuomas. That is right. 

Mr. Hate. Whereas the things that were not on the Positive List, 
which were not considered by the Secretary, acting on the recom- 
mendation of the Inter-agency Committee, to be sufficiently stra- 
tegic to get on to the Positive List, were permitted to go. From time 
to time that Positive List is expanded as we find it necessary and are 
able to handle it. 

Senator O’Conor. But it is a fact, is it not, that because of the 
situation of China that you described and put into your version the 
nonappearance of troops in sizable numbers, some goods of certain 
strategic value were allowed to go to China? 

Mr. Hate. Yes, in the sense that certain strategic value includes 
the fact that everything has some strategic value, even down to an 
infinitely small degree. It is just a question of where you put the 
dividing line on the scale. 

Mr. Fianacan. Mr. Hale, one of the things we are trying to deter- 
mine here, and we have also tried in executive hearings: The facts 
are, as you know, that after the start of the Korean war, 49,000 bales 
of Government-owned cotton found its way to North China. At the 
same time, other cotton was going from private producers, private 
sources in this country, to China. 

We have testimony and other indications that, beginning in July 
1950, some people sitting on some of these advisory committees, these 
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advisers to your Secretary of Commerce, were of the opinion that 





cotton was a strategic material; 


and for some reason or other no 


definite conclusion was reached until September 8, in other words, 
a period of 214 months, while substantial quantities of cotton con- 
tinued to go to China. 


What we want to know: 


strategic in July and August of 1950? 
Mr. Hare. I think you have overlooked my answer, sir, that there 
is no such thing as an item being either 
It is a varying degree of strategic nature. 
As of today we are saying “that nothing can go to China, which 
means that everything is strategic. 


Mr. 


whether 


FLANAGAN. I know that. 


What agencies contended that cotton was 


strategic or nonstrategic. 


But my question is: Do you know 
or not any Government agency sitting on any of these ad- 


visory committees contended that “cotton was str ategic in July or 
August of 1950 and should therefore be placed on the Positive List ? 


Mr. 


Mr. 


Flanagan, 
commodities 





which was 


that a list, 


Mr. Franacan. We have been through this. 


Mr. Tuomas. 


Mr. 


times today, that cotton was one of the items on a long list. 


that. 


down and say, “Let 
that cotton was only one thing on a big list, 
any agency at any level of all these committees contend that cotton 


wasi 


Mr. T 


THOMAS. 


a str 


us take cotton. 


Let us take copper. 


ategic item in June or July or August of 1950? 
As far as I know, no agency made that contention. 


Mr. Fianacan. Did any representative of any agency ¢ 


Mr. 


THOMAS. 


As far 


made that contention. 
Mr. Fuanacan. Is Mr. Mishell George employed in your agency ? 


Mr. Tomas. 


That is right. 
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Tuomas. I would like to repeat the testimony I gave earlier, 


a fairly long list of 


Which were considered desirable for reexamination— 
may I continue my testimony ? 
FLanaGan. No, because we have gone through this four or five 


We know 
We know that as a practical matter, if you have a list of a 
hundred items or 10,000 items, I should assume somebody has to sit 


I know 
and I want to know: 


Did 


as I know, no representative of any agency 


Mr. Fuanacan. You heard what his sworn testimony was, and he 
specifically said “Yes.” 


Mr. 
Mr. 


THOMAS. 
FLANAGAN. 


asking a question. 


Just confining our discussion to cotton for a moment, 


I did not hear his testimony. 
I will read it for you, then. 


Senator O’Conor is 


He had already gone into this long talk about 
cotton, one of the things on the list, so Senator O’Conor was asking: 


there any agency or agencies which did recommend that it— 


and that is cotton— 


be placed at that time on the Positive List because of its possible strategic value? 


Mr. George speaking: 


in the discussions was 


As I have indicated to you, Senator, I would not care to speak about the posi- 


tion 


of other 


agencies. 


Insofar 


concerned, we so recommended. 


And he was on the committee. 


Senator O’Conor. That it be placed on it? 
Yes. 


Mr. 


JEORGE. 


as the Office 





of International 


Trade 


was 
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Then I asked a question: 
For strategic ec 
Mr. GrorGeE. The reasons were both strategic and short supply considerations. 


Senator O’CONoR. ‘But there was, however, the recommendation on the basis 
of strategic value? 
Mr. GEORGE, Yes. 


Now, I am asking you a simple question. You apparently did not 
know that your own representative was recommending that it was stra- 
tegic at that time, and I am asking you the further question: Do you 
know whether anybody else did? 

Mr. Tuomas. I do not. 

Mr. FLANAGAN. Do you know, Mr. Hale? 

Mr. Hae. I heard the Agriculture representative this morning 
indicate that he felt or that he understood the Agriculture repre- 
sentatives had felt it had a certain degree of strategic nature. 

Mr. FLanaGan. So now we find ourselves with OIT representa- 
{ive—— 

Mr. Tuomas. May I correct that? This was the Office of Industry 
and Commerce, and it was not OIT. Mr. George was then in the 
Office of Industry and Commerce. 

Mr. Fuanacan. Whatever it was, it was still the Department of 
Commerce. 

Mr. Tuomas. But the Department of Commerce never took the 
position that the commodity was very strategic because if it had, 
the Secretary would have added it to the Positive List. 

Mr. FLANAGAN. Apparently some of the people in the Depart- 
ment of Commerce in responsible positions did. That is quite clear. 
And some people in the Department of Agriculture did. That is 
rather clear 

I want to know whether there were any others during July and 
August of 1950 that you know that took the position that cotton 
was strategic and should have been put on that list ? 

Mr. Tuomas. I do not. 

Mr. Hare. Would it be possible to correct that and say sufficiently 
strategic to be put on the list? I think that is a very important 
distinction. 

Mr. FuanaGan. He said it was strategic. I am not talking about 
sufficiently strategic reasons. He said for strategic reasons. George 
said “Yes.” ; 

Mr. Hate. I would like to point out again that for strategic rea- 
sons we no longer let anything of any mune into China. 

Mr. FLANAGAN. We know that, but we are trying to find out how 
all this cotton got out of the country at a time when some people 
in the Government thought it was strategic. That is the point I 
am trying to develop. 

I am asking either one of you, or both of you, these questions. Do 
you know whether or not the Department of Defense or any of their 
representatives on these committees in July or August of 1950 con- 
tended that cotton was strategic and for that reason should be placed 
on the Positive List ¢ 

Mr. Hate. Would it be correct to say, Mr. Thomas, that it was the 
decision of the Secretary and the Secretary’s representatives at all 
of these committee meetings that cotton was not sufficiently strategic to 
be put on the Positive List any time before September 8 ¢ 
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Mr. Tuomas. I think it would be. 

Mr. Hate. And that no formal objections were taken by any agency 
represented to that decision. 

Mr. Franacan. You are talking about the Secretary of Commerce, 
now ? 

Mr. Hate. The Secretary of Commerce, or his representatives. 

Mr. Fianacan. That is what I mean. He only objected, but that 
is not in line with the testimony we have. Now, this committee wants 
to find out what went on at these meetings. We understand that min- 
utes are maintained at these meetings. 

Will it be possible to turn the minutes over to the committee so we 
can examine the minutes to see what did go on? 

Mr. Hate. I regret to say it will not be possible, sir. 

Mr. Firanacan. Why will it not be possible to get those minutes? 

Mr. Hate. In accordance with the chairman’s previous request, we 
have indicated before that the Secretary has reviewed those minutes 
and has come to the conclusion it would not be in the best interests of 
the United States to make them available to the committee. 

Senator O’Conor. On what ground ? 

Mr. Hate. First and least important, on the ground that the min- 
utes themselves are quite inaccurate, and a number of errors have 
been discovered. But more than that, on the ground that the minutes 
are the minutes of an informal internal governmental group of var- 
ious agencies discussing quite informally the proposed actions. 

A number of the agencies have objected to the disclosure of those 
minutes and their participation in the -meetings and what their rep- 
resentatives said at the meetings, to such an extent that I think if we 
released those minutes to this committee, we would have no more ad- 
visory committees making recommendations to the Secretary. 

Senator O’Conor. Mr. Hale, you say that a number of errors have 
been discovered in them. Do those errors relate to the recommenda- 
tions or representations previously made? 

Mr. Hate. I think so, sir, yes; in cases where the stenographer took 
something down wrong. 

Mr. Trromas. These minutes are never submitted to the other agen- 
cies for correction. 

Senator O’Conor. How is it ascertained that they are errors? 

Mr. Hate. I think somebody has taken a look at them from time 
to time and found that something he said was put in somebody 
else’s mouth or the word “not” left out, and things like that. 

Senator O’Conor. In other words, do the minutes on their face, 
as previously written, show that certain recommendations were 
allegedly made which now the departments or the individuals con- 
tend were not made? 

Mr. Hate. No, I have no idea of anything of that nature. I have 
never seen them myself, sir. But I have no idea there was anything 
like that in them. 

Senator O’Conor. I am talking now about the nature of the errors 
that you say caused the department to feel that this committee should 
not have the benefit of perusing them. 

Did the errors cover matters relating to the nature of the different 
commodities on the Positive List ? 

Mr. Haze. Oh, no, to the best of my knowledge and belief there 
is nothing of that sort involved; merely in the course of discussion 
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that a representative ‘of such and such an agency said something or 


other, when in fact it was a different person who said it. They are 
fairly large committees, 


i Senator O’Conor. Have those errors been corrected ? 

Mr. Hate. No, they have not. 

Senator Wiiuiams. Were those errors such that if the committee 
took them and read them, we might get the wrong understanding ? 

Mr. Hate. There is a possibility of that. As I say, that is the least 
important reason. 

Senator Wini1ams. Am I correct in my understanding that these 
minutes were turned over to the Secretary and he has formed his 
decision on the basis of these minutes ? 

Mr. Hate. No, sir. 

Senator Wittiams. Could he not also have made an error 
decision, based on the incorree tness of the minutes ? 

Mr. Hate. No, sir. The Secretary’s action is taken on the basis 





in his 


of a formal recommendation prepared after the meeting was over. 

Senator WriutaMs. It was prepared from a reading of those 
minutes ¢ 

Mr. Harr. No, it was prepared by a person who was present when 


the minutes were taken but not, as far as I know, on the basis of the 
written minutes. In other words, prepared probably before the 
minutes were even typed up. 

Mr. Franacan. Mr. Hale, you state that that was only one of the 
considerations why those minutes could not be made available to 
the committee. What was the other consideration / 

Mr. Hare. There are things in the minutes, matters of military se- 
curity, interagency dise ussion, which the Secretary feels it would not 
be in the Government’s best interest to release. 

Mr. Fianagan. I can see the matter of military security. Under 
that point, would the Secretary turn them over with the understand- 
ing that we would examine them in executive session as far as the 
military security aspects are concerned / 
| Mr. Hate. After a security clearance through the military of every- 

body who would see them. 
Mr. Fianacan. We will take them on the same ground that the 
Armed Services Committee takes the confidential information from 
the Department of Defense; on the same ground the Atomic Energy 
Committee: takes confidential information from their committee; on 
the same grounds that the Senate Investigation Subcommittee takes 
confidential information from every Department of the Government. 
Mr. Hate. In this particular case they are not completely our 
minutes. In other words, we have a representative from agency A, 
another one from agency B, another one from agency C. 
Senator O’Conor. However, they are committees so organized and 
functioning as to advise with the Secretary of Commerce ‘ 
; Mr. Hate. That is their sole function, to advise the Secretary of 
j Commerce as to what action he should take. He takes the full re- 
sponsibility for the action. 
Senator O’Conor. So I understood. Mr. Hale, that being so, do 
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: you not consider the minutes—and I assume they were taken by a 
represmntative of the Department of Commerce, a secretary ? 
Mr. Hare. I am not sure what individual took them. 
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Senator O’Conor. But they have been maintained in the Depart- 
ment of Commerce ¢ 

Mr. Hare. That is right, yes. 

Senator O’Conor. Would you not feel that the minutes are then to 
be considered as a part of the records of the Department.of Commerce ? 

Mr. Hay. Yes, yes, they are. 

Senator O’Conor. What I do not understand is why there would be 
any hesitancy in having them made available to this committee in 
executive session, or under conditions just as counsel has indicated we 
receive numerous other Departmental reports, subject, of course, to 
nondisclosure. 

Mr. Hare. Yes. And, as you know, we have furnished this com- 
mittee with a great deal of confidential information under seal of 
confidence without any question. 

Senator O’Conor. And that confidence has never been breached, 
has it ¢ 

Mr. Hare, As far as I know, no. 

Mr. FianaGan. You see our position here, Mr. Hale. We want to 
find out what went on at the meetings, what consideration was given. 
We cannot get the minutes. It is going to be a little difficult. Nobody 
seems to know. We have conflicts in testimony as to what: went on. 

Now, one of the grounds you said was that possibly some of the 
agencies objected to our getting those minutes. Was that not one? 

Mr. Hate. Very definitely SO. 

Mr. Franacan. Could you tell us what agencies objected to a Sen- 
ate committee seeing the minutes ¢ 

Mr. Hare. I would much prefer not, sir. 

Mr. FLanaGan. Wasthere more than one agency objected ¢ 

Mr. Hate. At least two, 

Mr. Fuanacan. Would you be willing to tell us in executive session 
what two agencies refused to give this committee those records? 

Mr. Hate. I think so, yes, sir. 

Mr. Franacan. You would object ? 

Mr. Hate. I would not object. As far as I know, I would have no 
reason to object. 

Mr. FianaGan. Does the Defense agency object? Does the De- 
fense Department object ? 

Mr. Hate. I am not perfectly positive if they were the ones. I 
have not checked up on the list of people who did and did not 
objec t. 

Mr. Fuanacan. I did not get your answer ? 

Mr. Harr. I have not checked up since I first discussed the matter 
with you, which agencies objected and which did not. 

Mr. FiranaGan. Another reason that you gave was the fact that 
some of these agencies indicated that if the minutes were given out, 
they would not come to the meetings any more. Is that correct ? 

Mr. Hate. Yes. 

Mr. FiranaGan. I am asking you this as a lawyer down there: For 
example, if the Department of State did not want to come, could it 
say to Secretary Sawyer, “We are not going to give you any advice 
any more”? Do you think they have that right ? ¢ 

Do you think that any agency has a right. to say. “We are not going 
to advise the Secretary of Commerce what to do with exports, so 
he can make decisions”? Do you think any agency has that right ? 
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Mr. Hate. No. On the other hand, I do think that the agency does 
have the right and the President has the right to instruct the agencies 
that the discussions which go on a subject like this shall be kept com- 
pletely confidential. 

Mr. Fianacan. We are well aware of the progress of the executive 
department in that regard. 

Mr. Haze. I think the basic answer is that the Department of 
Commerce and the Secretary of Commerce himself accept the respon- 
sibility for the actions which were taken under the Export Control 
Act. The failure to put cotton on the Positive List before September 
8 is something for which Mr. Sawyer, as Secretary of Commerce, has 
to take responsibility and — take responsibility. 

And whether agency A or B or C recommended that he should 
take that action, or recommended i he should not, the final re- 
sponsibility rests on the Secretary and the Department of Commerce. 

Senator O’Conor. In that connection, if I may, of course, the present 
law expires—— 

Mr. Hare. June 30 of this year. 

Senator O’Conor. So that there is another responsibility resting 
on another branch of the Government, to wit, the legislative branch, 
to consider the adequacy or inadequacy of the present laws and to 
reenact them before June of this year, as, of course, a capable attorney 
as you are know must be done. Otherwise they will be lapsed. 

Mr. Hate. Yes. 

Senator O’Conor. Of course, cognizant as we are of our own duties 
and responsibilities, do you not feel that there is an obligation upon the 
legislature to ascertain all the facts in order that it can legislate 
properly in the protection of the interests of the country 4 

Mr. Hate. Yes, indeed, sir. Yes; the Secretary is most convinced 
that it is essential to extend the Export Control Act as promptly as 
possible, and I just cannot conceive we have to do it. That is all 
thas re is, 

Senator O’Conor. You say you cannot—— 

Mr. Hat». I think it has to be extended. 

Senator O’Conor. That is one of the matters that this committee 
is addressing itself to, in order to do that which is right and proper, 
and to take action seasonably so that there will be no lapse. So that 
is why we are really engaged in this hearing. 

Gentlemen, in view of that situation, the committee will now adjourn. 
We feel that this is a very important aspect of the whole situation and 
that it requires the attention of the entire subcommittee. 

So the matter will be brought to the attention of the subcommittee 
in order to determine what further steps to take and what attention to 
give this matter, convinced as we are that it does require some urgent 
studv and possible action. 


(Whereupon, at 4: 07 p. m., the subcommittee hearing adjourned, 
subject to the call of the Chair. ) 
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